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Dedication 


This work on monetary metrix supplements a preceding study, 
‘New Treatise on Taxation 
in Developing Countries.’ 


These two studies offer twin effective tools, that is fiscal and monetary, to steer 
developing economies out of hegemonic cobweb created by developed 
economies. 


Decades of brain storming into their intricacies ied me to believe that economic 
equilibrium blended with social justice can be mobilized, harmonized and 
promoted by combination of fiscal and monetary policies and pursuit on 
equitable basis. This will put requisite supportive structure in place, accelerate 
positive sustainable contribution by all the factors of production and ensure 
sharing reward in judicious proportion compatible by contribution of each on 
merit. 


This and the preceding study formulate adequately wholesome prescription and 
shaping of a sound economic structure, enabling to create environment of 
sustainable progress, make space for dynamics of merit to function at their best. 
This shall flourish economic prosperity with equitable dispensation. 


In completing this study, I owe gratitudes to Allah, as Thy blesseth me with 
concepts and their rendering into documents. The work, in total submission and 
priority, is dedicated to the Creator. 


The work is dedicated to my parent, my family, my teachers and my friends, 
who longed and prayed for its fruition. 


The work is designed for: 
states, governments and peoples, particularly of developing countries. 


The work is designated for: 

monetarists, economists, bankers, fiscal and financial experts and researchers; 
business and industry; teachers and students of the subject. 

The work shall eventually benefit those 

who care to read, plead and translate it into deeds. 


The work shall finally be dedicated to me. 
The norm: “Everything returns to the source.’ 


Umar Latif 
May, 2002 
Karachi, Pakistan 
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RESOURCES are aplenty. If any one of us ever attempts to 
count the bounties bestowed by the Nature, none can reckon. In 
contrast, human greed and misery render them ‘scarce’. These 
reduce human to a demon. Virtues flourish in observing 
restraint, in adopting generosity. Their transcend fascinates 
human calibre with dignity. Alas, the number of human beings 
massacred by power drunks, due to evil ignited by raging greed 
and vanity far outclass the number of deaths by famine, 
catastrophe and epidemic. Even in the back of latter ‘visibly’ 
natural events, invariably tend to be ‘invisible’ human 
misdeeds. Disruption evident on global spectrum is reaction to 
human beings evils against which ‘return’ falls due, as a law. As 


one sows, so shall he reap. 


Greed and misery need to be destroyed and must be replaced by 
restraint and generosity. It needs some soul scratch to know 
‘open secrets’ of the Nature. In reaching to it, we do not need to 
go far to seek. We can seek them in our ownselves. Just think 
for a moment, how the needs, as these arose from time to time, 
for requisite balanced growth of body, mind and soul, were 
attained and satisfied? Similarly is covered the entire universe 
in a system, in a rhythm for all creations, its rise is sustainably 


ensured, provided equity is adhered. 


Immensely brutal exploitations and deadly deprivations of 
teeming millions are rooted in erosion of inherent value 
structure. Chronology of crises bedeviling human history are 
immersed in this sordid, single source of turbulence and 


tyranny. Enormity of injustice arising out of it and definite 
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course of pursuit for justice to deliver are attempted for 


description in this book. 


A formidable economic structure can be built on strong 
foundations of equitable fiscal and monetary policies mix, 
devising sound parameters in its achievement. Fiscal and 
monetary disciplines constitute two vital and powerful tools 
both independent and inter-dependent, provided judiciously 
applied. Weakness of either is destined to disrupt smooth 
working of the other, how strong one. may be. Their functions 
synchronized in balance form corner stone of building a 
formidable economic system and supportive structure in 
attainment of economic objectives, primarily one of peoples 


welfare. 


Money to function as a real, livewire medium of exchange, the 
primary function for which it was invented, in the process Lt 
inevitably and instantly absorbed the other four functions, 
namely the measure and the store of value and the standard of 
deferred payment and by its extended reach became an unit for 
settlement of the acceunts. This also imparted liquidity to fixed 
assets, facilitating change of their ownership. These fascinating 
features would never prove means to the envisaged end of 
economic prosperity for all by inflicting variations in the 
intrinsic value of currency. This ignobly ignored principle has 
been a recipe of disaster, wrought in by indifferent to inept 
government and state functionaries. Societies indulging in 
erosion of currency value never relished prosperity and would 
never get it as long as they remain lodged in such a rut and 


would suffer endemic rot. 


Evolution of money, synonym with currency, heraided 


revolutionary impact in economic development, by facilitating 
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instant and energetic exchange of goods and services. Had the 
role of currency been rigidly contained to serve this excellent 
end without contamination, the world would not have violent 
divide, of creamy have and crumbly have-not segments. Ground 
reality of division has partitioned the singularity of human 
cadres into super riches and devoured of resources block, 
scrapping the latter in keeping body and soul together. 
Emerging scourge demands its getting put off by peaceful means 
to restore economic equilibrium or allow it to explode into 
social strife denegrating humanity. If former task is not 
carefully attended, those enjoying the have would not be left 
with time to save and space to hide against raging storm 
emerging from starving manpower wide spread throughout the 


globe. 


As the Nature have blessed uncountable bounties, it makes no 
point just to preach fine human values and remain engaged in 
contrasting practice of demon vices. ‘Calibre’ for connivance 
appears intriguingly interwoven in the human substance, since it 
is awarded by gratifying power of ‘intellect’, which shall guide 
for the right, judicious and equitable path to tread for the glory 
of mankind and discard demonic characteristics and conduct, 


Choice ts ours! 


Gravity in deprivations of teeming millions is perceptibly 
attributable to perilous erosion in intrinsic value of currency, a 
common blunder committed by developing economies. How to 
put taxation system on sound keel, by introducing honesty and 
incentive in the policy and functional structures, has been 
explained in the earlier book, ‘New Treatise on Taxation in 
Developing Countries’. This study deals with ‘Equitable 
Monetary System and Structure’ and forms a logical follow up 


feature. Prescriptions provided in these two studies are 
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precisely meant for resurrecting economies of developing 
countries on sound track. Solutions suggested in overcoming the 
pitfalls, by creating a self-supporting, sustainable structure in 


both the disciplines, is the result of several years thinking. 


Inspiration for this study came through the everlasting source of 
guidance, Al-Qura'n. Its brief observation is reproduced below. 
A descriptive text is given separately for more comprehension 


about the message, the problem/s and the remedy. 


“And to Midyen (Allah sent) their brother Shoaib. He toid, O my 
people, pray to Allah, you have no other God, save Thy. And do 
not measure and weight short. I find you well-to-do and I am 
afraid (in defiance to the given command) doom (will fall) on 
you of the besetting day.” 84. “O my people, give in fuli 
measure and weight with equity and do not cause dent/defect to 
the goods of people. Do not (indulge) evil in the earth, 
spreading corruption”. 85. “That which Allah leaveth with you 
is gratifying for you if you are believers; and I am not to guard 


over you”. 86. Chapter XI, Al-Hud. 


Among the people of Shuyeb, who disobeyed were destroyed by 
the awful Cry. Those who obeyed were protected and got 


prosperous. 


Erosion in value of a currency renders both weight and measure 
of almost all the goods and services short. The twin evils are 
committed by single act. Erosion in value debases a currency of 
its primary functions, It renders currency unfit to serve as 
medium, measure, standard and store of value and unit of 
settlement. Enormous evils offspring from erosion in currency 
value. Majority of population suffers huge losses, as Costs and 


prices of goods and services shoot up. Savings of the middle, 
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professionals and fixed income classes drop in proportion higher 


than quantum erosion in currency value. 


The state owes responsibility to the people of protecting their 
rights well intact and shall allow no infringement of any sort. 
The government tend to indulgë in erosion of currency value, 
prompted by its presumed safe sail in difficult economic 
conditions, though created by its own shortcoming and neglect. 
Greed of perpetuating in power leads government resort to 
currency value erosion. This act severely damages socio- 
economic interests of the people. As such, such a step must be 


deemed as an ‘anti-state’ act by the government. 


In order to provide due diligent safeguards against acts of 
government eroding currency value, which must be qualified as 
‘anti-state’ act, the monetary policy formulation and 
management be set free from the government direction and 
control. The monetary policy, functions and structure shall have 
autonomous status for all purposes, with state to be its patron. 
Nevertheless, mechanism for consultative process with 
government be ensured for smooth functioning. This wouid 
bring the discipline warranted. For the purpose, the state 
structure must hold power to exercise check and assert in 
preventing the government indulge in erosion of currency value. 
There cannot be any understanding, relax or compromise by the 
state when it comes to the government devalue currency in any 


form or design. That’s it. 


The readers may wonder, what safety valve could be operative 
in exceptional situation, of some emergency arising, as the 
concept set out would bear fair application in normalcy. Well, 
the formula for overcoming emergencies, which by all 


connotations should have a short run, manageable relaxion has 
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been explained, with limits prescribed with conditionality of 
return to the position of principle promptly as no emergency 


can hold for a long run. Emergency shall not perpetuate. 


Why, what and how keeping intrinsic value of currency intact 
and its benefits have been elucidated at length. So also the 
damages to be inflicted on noncompliance with the principles 


set out. 


i acknowledge inspiration and guidance provided by Allah 


Subhanahu in completing this work. 


I am obliged to Mr.Abdus Samad, a friend, formerly director of 
the State Bank of Pakistan and also IMF advisor, on raising 
questions on the concept and reading the manuscript several 
times. I am obliged to Mr. S.G.M Badruddin for reading and 
correcting the text. Dr.Hasanuz Zaman offered timely 
suggestions. Mr.Zia-ur-Rehman, economist, proved helping 
hand. To these gentlemen I owe a lot of thanks. Mrs. Saima 
Erum made the first fine print of the manuscript with great 


devotion. They all deserve appreciation. 


Many unexpressed thanks I do owe to my life time committed 


companion, NJ. 


May Allah Subhanahu bless them all and all of us, Amen. 


Umar Latif 
May, 2002 


Karachi, Pakistan 


Acknowledgement VII 


Translation of transcript from Al-Qura’n on ensuring full 


measure and weight. 


“And to Midyen (Allah sent) their brother Shoaib. He told, O my 
people, pray to Allah, you have no other God, save Thy. And do 
not measure and weight short. | find you well-to-do and | am 
afraid (in defiance to the given command) doom (will fall} on 


you of the besetting day.” 84 


“O my people, give in full measure and weight with equity and 
do not cause dent/defect to the goods of people. Do not 


(indulge) evil in the earth, spreading corruption.” 85 


“That which Allah leaveth you is gratifying for you 1f you are 


believers, and I am not to guard over you.” 86 
Ë ) 


“They (the people) replied: O Shoaib, do your prayers demand 
you that we forsake what our fathers (used to) worship or that 
we (dispense with) doing what we (like) with our own weaith? 
Undoubtedly, you are the miid, the guide to right behaviour.” 
37. 


“He observed: O my people, be you think, if I am (acting) on a 
clear evidence from my Lord and Thy sustaineth me with 
fine/descent sustenance from Thy, (how can I concede to you)? I 
want not to do behind your backs that which I ask you not to 
do. I desire but reform to the best of my ability. My 
welfare/guidance is from Allah. In Thy I trust and unto Thy I 


turn (repentant).” 88. 


“And, O my people, let not the schism with me cause you sin so 
that there be fall (despair on) you that which be fell (on) the 
fold of Noah and the folk of Hud, and the folk of Salih; and the 


folk of Lout, not far off from you (in time and distance).” 89. 
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“Pray for pardon of your Lord and turn unto Thy (repentant). No 


doubt my Lord is Merciful, Loving.” 90 


“They said, O Shoaib, we do not understand much of what you 
tell and no doubt, we found you weak among us. But save for 
(the sake of your) family, we would have stoned you , since you 


are not strong against us.” 91. 


“He observed, O my people, is my family more honourable by 
you than Allah? That you place Thy behind you in neglect. No 


doubt my Lord surroundeth what you do” 92. 


“And, O my people, act according to your power. So, am I 
acting. You wili soon know on whom there comes a doom that 
will abase him and who tt is that lies. And watch, Lo, | am 


watcher with you.” 93. 


And when Our (Allah’s) commandment came to pass, We (Allah) 
save Shoaib and those believed with him by mercy from Us 
(Allah); and the (awful) Cry seized those who did injustice and 
(by) the morning (were) found prostrate in their dwellings” 94. 


Chapter XI, Al-Hud. 
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PREFACE 


Money just a means, not an end. 


MONEY took its inevitable birth in a primary crude form during 
ancient times in a bid to overcome the bitterness of barter trade. 
Steadily, it provided impetus to human skills produce more and 
more goods and services to satisfy human wants, claimed to be 
unlimited. It induced great mobility to materials and injected 
tremendous liquidity to even immobile assets and properties. 
This, in nutshell, describes the twists that the history of human 
civilisation has passed through dynamics of money in mobilising 
resources and engineering economic activities. 
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Money played its metaphorical, often ‘metal physical’ role for 
centuries since its advent. As long as its re-creation remained 
‘metal-physical’, that is linked with certain metals, gold and 
silver for example, the value of money could be retained in 
proportion to the stocks of such metals that provided backing to 


currency supply. 


For ages, with its distinct and strong acceptance, money played 
its major role of being the medium of exchange. This has been 
its primary role since emergence. Soon it assumed dynamic 
multi-dimensional roles. Its functions were not confined to the 
core definition of money, that is to be solely the medium of 
exchange of goods and services. Hence, the distinct description 


of ‘money is what money does’, hardly holds now. 
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Describing the functions of money, as what money does, now 
falls short of being precise. It has gone far beyond such a 
perception. I prefer to pick the other side of the coin and ask 
you, what is it that money does not do? This may hopefully 
serve to provide better description of money. Albeit, money 


matters ‘mighty’ in our midst. 


Men the mortals, in their inquisitive search have gone into 
creating gods, goddesses, godfathers and wnat not, but none so 
created has served their objectives well. Wicked by such 
wasteful worship, man is seen bent before the might money 
wielded. Exactly glossy gloat over of greed for benefit reduced 
man to 2 slave of money. How idiotic and equally ironic it is 
that the creator, the master of meney, would shamelessly submit 
before his own creation and act as a slave to dictates of its 
creation. Men bowing before the money power! Tyranny arising 


of it equals to submission to treacnery. 


Human being has gone into an infinite search for security and 
prosperity, horizons cf beth having nc limits. Conceptually, 
prosperity is not a ‘finite substance to be Giminished by 
division. On the contrary, the more of it that other nations 
enjoy, the more each nation wiil have for itself’. Pursuit of this 
principle led to the creation of institutional! structures at Bretton 
Woods during 1944. The instituticnal structure was initially 
branded as ‘The Brotherhood of Man’. Had it been so? Did it 
serve with consistency in overcoming economic crises? Billioas 
of people living in develoving worid and facing grave economic 
deprivations reject any claim of its utility. Unending distress 
calls deny the ‘Brotherhood’ having been born at Brettonwood. 


Why? 
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By the end of the Second World War, Europe was practically 
ravaged. In its wake the colonial hold of the European countries 
over other continents got liquidated. In a bid for accelerated 
reconstruction of Europe, money was converted into an active 
agent and emerged for a short run or in a limited range as a 
catalyst of resurgence. In the process, money was detached from 
the supportive value substance in its creation and circulation. 
Such money was virtually reduced to a product of the 
government, its creation dictated by short run objectives, if not 
by mere whims. In economic parlance it is synonymous with 


wish, which holds no :naterial support to subsist and satisty. 


The concept of creating more money and power for it was 
assumed by the government to meet the war needs then and later 
in reconstruction of the economy. It was primarily aimed at a 
restricted use to overcome expediency. But once it became a 
power and so potent a power as money is, it could not be 
contained and made to return to its basic norm. Money is since 
then in use by the governments according to their whims. It has 
percepcibly been to the detriment of real economic growth and 
development, particularly in developing economies. Injection of 
money exceeding the real incremental growth of the economy, as 
identifiable by growth rate of gross national product at constant 
factor cost, has been instrument in fanning inflation, which is an 
invisible taxation, sparing none of its brunt and bite. This 
process, once set in motion, has always been found gathering 
momentum. The syndrome has been instrumental in inflicting 
poverty, instead of propelling prosperity, the premise and the 
promise on which Bretton Woods institutions were structured, 
foremost of them being the World Bank, the Internaticnal 


Monetary Fund and as a follow-up otner financial institutions 
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network emerging on the continental, regional and even country 


levels! 


Quite vivid and exhaustive definition of money has been that 
money is a matter of functions four.(1) It is a medium of 
exchange. (2) It is a measure, (3) a standard and (4) a store of 
value. But as these four corners could not define its functions 
well, we add to it two more, (5) unit of deferred payments and 
(6) transferability of ownership of assets. In the real life 
scenario, the role of money has not been fairly and equitably 


stretched to all the six functions pointed out. 


Money has gone far beyond and much wayward, to the extent of 
making individuals slave. Chase for money has been a 
eontagious evil, extending from country to country and getting 
globally wide spread. Stretched distress state of developing 
countries has not been due to lack of their economic potentials 
or laggard performances in growth gains. It is attributable to 
octopus like vicious hold maneuvered by eight developed 
countries in the global monetary system. The “G-7” countries 
plus Switzerland, the latter having the Bank for International 
Settlement (BIS), for squaring up the deals by the Central Banks 
of the G-7 countries, have subordinated the entire international 
monetary system through their dictates and a very strong 
influence being exercised by the Worid Bank ‘and the 
International Monetary Fund in their support. Sc has been 


created the globai debt trap. 


Injection of additional currency and creation of money more 
than the real growth of gross national product would permit, has 
icd to erosion in purchasing power of money internally against 


the available goods and services. Similarly, such currency 


would fail to hold its par value externally in its exchange parity. 
The chronological follow-up of such trend has been a persistent 
devaluation. This trend has denuded developing countries of 
their material resources, leading to mental disruptions and 
compelling moral bankrupicies. Such a syndrome prevails over 
developing world spectrum. Devaluation has never been and 
would never click to be the remedy for economic revival and 


progress. 


By holding money value intact, with a prefixed flexibility norm 
and criterion, economic problems can be addressed precisely and 
redressed with realism. How to achieve it has been a long search 
by developing nations in attempts to steer their economies out 
of stress and distress. By and large, loss in currency value has 
been a self-inflicted injury, which has been compounded by the 
dictates from developed countries as a condition to dole out loan 
finances, This has created the scornful scenario of the rich 
growing richer and poor getting poorer, with its extension 
globally to almost each society. Erosion in intrinsic value of 


money has left no developing country out of distress. 


A measure, a store and a standard of value, with priority 
function of being a medium of exchange, if money changes its 
own value, then in no case it can serve as the measure, the store 
and the standard of value. This analysis and finding based on it 
are irrefutable. Realising it well but not practising it firmly 
have been the root causes of the economic turmoil, generated by 
distortion of monetary matrix. Unless this lapse is firmly 
brought to an end, economic perils in place of prosperity would 
persist in developing countries. They would never be able to 


attain the status of developed economies. 
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How to bring sanity in the value character of money, as such, 
assumes immense importance in today’s world. Preserving 
sanity in the value substance of money is the subject squarely 
dealt in this book. The hollow slogan of creating the new 
economic order for the world is not so new as it sounds to be. 
Hitler propounded a ‘New Order’, which induced the British, 
and later the American to design their own similar plans. 
Maynard Keynes became its key proponent. His ‘quantity theory 
of money’ was recognised as the recipe to treat expediency 
which emerged out of the world war II ravages. It was 
imperative to energise economic revival with a bang and by a 
burst of reconstruction process. The doctrine lost its value and 
virtue once the reconstruction was geared up. Subsequently, the 
thrust should have come through generation of real resource 
instead of artificial injection of currency. The erosion process 
in the value of money, by imprudent increase in its supply with 
objective to propel economic growth, has proved to be a brutal 
force of economic exploitation by the governments of its 
people! In this process the sections in societies with less 
resources and similariy the countries with ‘scarce’ resources 
have suffered enormous economic disruptions. The process 
trespassed the national boundaries, spreading its scourge to 
robbing resources of developing countries by developed 


economies. 


Extended application of this theory into practice has brought 
maiaise for most of the economies and has ushered prosperity 
for a microscopic minority in the country and in global context. 
This must come to a decisive end so that sanity prevaiis in all 
societies through the process of genuine economic growth and 
its systematised equitable sharing on merit. No other remedy 


will work and click. This fact is becoming evident from the 
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money triggered economic turmoil, engulfing the entire 


economic horizons on the global scale. 


Money must play its pivotal and potent role, precisely and 
erfectly as the medium of exchange. This job can be performed 
well and only by holding its intrinsic value intact. Then money 
would squarely serve the society as a meaningful measure, as a 
safe store and as a sound standard of value of goods and 


services. 


A measure with volatile changes in its intrinsic value substance 
cannot perform and stay as a measure, a store and a standard of 
value. Carrying such defects, its concurrently serving as a 
medium of exchange has become absolutely injurious to the 
people, whose materia! welfare economics seeks and chases. 
This fact has been proved at length and more specifically, since 
money was reduced to a commodity by the governments with its 
supply increasing at will. This emanated from the greed of 
persons holding no vision but temptation for holding of power 
forever! This ambition would never get hold, fulfilled by the 
mortals, the men when succumbed to subservience to his own 


creation, money! 


Money makes means. It is not to be taken as an end. The end 
objective is prosperity. A crude monetary system, on the 
contrary, in vogue has inflicted and spread poverty, while 
promoting and preserving the prosperity of a privileged few in 
power and others roaming in power corridors. The rotten 
monetary system has underwritten scornful poverty for millions 
and millions by now, in the time span of just half a century past. 
If such a defective system stays, after getting some more 


mileage, it is bound to explode, bringing ravages, presumably 
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more devastating globally than what the Second World War did 


to Europe. 


The reconstructional force of money needs to be put in use with 
due care. Its blissful use should prevent poverty and propel 
prosperity. This goal demands. holding the intrinsic vlaue of 
money precisely intact, within the rigidly prescribed norms of 
flexibility to suit the situations. How to manage it, forms the 


text material that follows. 


The key function of money has always been to be a medium and 
to be so also a measure and a store of value of goods and 
services, though it was ‘invented’ primarily to serve as the 
medium of exchange. A medium of exchange must be a constant 
measure of value so as to perform its core functions equitably, 
It must, therefore, hold its intrinsic value intact in all 
conditions. For example, the kilometer will measure evenly in 
ail times, places, situations and seasons. So will do the kilogram 
on weight scale. Likewise will perform other measures, such as 
of temperature, height, pressure etc. So, the money now 
popularly Known as currency must also possess such 
characteristics in its performance as a measure of value for 


poods and services, 


Since money has been snatched of its intrinsic worth or value 
for variety of reasons, it has created unbridgeable imbalances 
and disequilibrium within the societies and among the countries. 
The emerging contlict of value has exploded unamendable 
socio-economic disruptions. Evil effects of currency’s value 
variations have assumed contagious burst with a concurrent 
wide spread of ‘economic epidemic’ in developing countries. As 


a few flourish under the money game let loose of its intrinsic 
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value feature, it has created economic distortions arising trom 
consequent disequilibrium. A microscopic minority of mere 
eight countries out of a big tally of 179 nations hold stabie 
currency value. A big lot is suffering severely by currency value 
parity erosion impact. Economic disequilibrium arising from it 
has worsened the human relationship within the countries and 
globally. It has brought devastating effects on social structures 
and on human rights record. Much globally trumpeted dream of 
universally protecting and promoting human rights on serene 
value basis has been rocked by value erosion of currencies. 
Unless a well-knit process of maintaining currency value intact 
and stable is set in perfect order, nothing would tangibly 
change, least to aspire it improve. If right approach is neglected 
routinely today, tomorrow would prove to be more dreadful 
destiny for the entire humanity. Third World War is ticking to 
get exploded by persistent erosion of almost all currencies of 
the Third World countries. This dirty game is rendering a great 
majority of the people poor, for richness of a few. It is inequity, 
injustice and inhuman. The prescription of currency value 
erosion for economic growth is totally absurd. Nations with 
earth as its adobe to remain peacefully integrated by economic 
equity as binding force have to evolve a precise mechanism of 
retaining the currency value intact. Each nation, if adopts the 
prescription proposed in the book, could save its future. It ts 
better to act rather than to leave it to the mercy of ‘hard’ 
currencies, devastating their fortures and inflicting catastrophe. 
Such a brunt is not bearable, even with rolling tears. So shed 
sterility and make combat against erosion of currency value to 
protect all other values, of morality and humanity. Prescription 
of real prosperity is presented here for material welfare and 
spiritual rise of one and everyone, It is not discriminatory but 
discreet and exact. Exert for it instead of mirages, in form of 
value erosion, of money and through it of the entire humanity. 


Let us make lapses no more! Destiny demands it. Know it now. 
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Chapter 1 


WHAT MONEY DOES 
AND DOES NOT 


When, how and in what form money got invented, introduced 
and accepted by human beings as the medium of exchange, and 
then as the standard, the measure and the store of value, is not 
easy to appropriately answer in brief. It is important but not 
imperative to discuss these aspects. Money has already moved a 
long way from the utility of such an academic discourse. 
Actually, money has got a grip so strong on human behaviour, 
lives and civilization that no other instrument can be claimed or 


even visualized as holding influence equal to its intensity. 


It has been asserted that economics is both a science and an 
art of assessing human behaviour of buying goods and services 
at a certain price. Yet a precise prediction of such human 
behaviour has not been possible. Does this dictum still hold 
true? Perhaps. But not in its full force and scope. Money has 
brought a basic change in human behaviour as ‘love’ for money, 
by and large, now makes human behaviour fairly predictable. 
Albeit, cases involving money and its indulgence in dictating 
human behaviour, even patterns of life have become distinctly 
discernible. Human being has a strong urge to accumulating 
wealth, led by a gross misunderstanding that it can buy safety, 
security, peace and what else one is inspired to attain. Such 


pursuit often ends into frustration, It is not easy to have peace 
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by artificial means, however strong they would be. But the urge 
turns stronger with each successive dose of accumulation of 
wealth because if is usually seen as a success! The strides go on 
unrestrained till one finds oneself struck with death blow which 
reduces to nothing everything that is accumulated, usually by 


application of foul means. 


Who does not want to orab power exclusively and exercise it 


absolutely? Power now-a-days flows practically from the strings 


ef 


° 
z 
= 
va 
T 
© 
< 
O 
sal 
= 
ja) 
< 


from the barrel of the gun. Open up the purse, puil propei 
strings and buy what you want Everything and everyone nas a 
price tag, provided one possesses the power to pay for it 


Money has rendered human life easy but simultaneously 


crisis ridden and tough. Economic activities through functional 


pace often leading imprudently to volatile ç... 
environment. By and large, this upheaval has also been an odd 


product of money. It is the money that materially matters! 


acquisitions. Money is rendering great service by its functioning 
as the most effective, to the extent of its being the sole medium 
of exchange. Money has accelerated global trade and energized 
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productive activities all along. At the same time, it has pulled 


behaviour has virtua 
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purchaseable by the ‘might of money. 
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Inventions that serve the society qualify to be termed as 
good and those which damage and destroy are to be defined as 
bad. It is the sense and direction about the usage of an invention 
that bring positive or negative results. Devastating effects by 
uses of money in misdeeds may not be clearly seen through the 
eyes, Nonetheless, destruction caused by misuse of money has 
been more dangerous and more destructive than the possible use 
of nuclear arsenal. It is imperative, ever: to find ways and 


means to save humanity from perpetuating the eviis bei 


ng 
nflicted by misuse of money and the power it has generated. An 
equitable monetary system, its structure and management are. 


Money was profoundly invented, precisely introduced and 
perceptibly succeeded in winning its acceptance by the human 
beings due to its magnificent merits of being the most suitable 
medium of exchange plus a modest measure and store of value 
for goods and services. If an instrument, which is innovatively 


evolved to be the sole measure and store of value for all types 


of goods and services, itself becomes subject to fiuctuations in 
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exchanged through it? The changes in the value of money have 


created countless distortions. As a result, those earnings by 
rightful means, through toils and tears, have fallen as the pri 
victim of vicious inflation and resultant depressing erosion 


D 


the purchasing power of money. This phenomenon is dominant, 
causing gloom in developing countries. It has been pushing 
poverty in place of promoti 
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has made rich countries richer and poor economies poorer. 
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Disparities in incomes and resources nave widened within and 


among the countries and extending their influence globally. 


Ail sort of measures, whether they are for distance, weight, 


pressures, temperatures, speed, water flow intensity, etc. 


contain constant inherent values which would never vary. A 
kilometer will always extend to 1000 meters and never will have 
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ny variance in this context. it will never contain 1100 meteres 
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at times and 900 meteres the next. Similar will be the case with 


kilogram and other weighing and measuring factors. Inherent 
Š 


values of measure and w o of any medium will never vary in 
itself. This criterion is not holding true for mone , despite its 


being basically a measure of value and its extended virtual role 
as a medium of exchange! This may partly be due to distinct 
dynamics of money in forms of velocity and volatility. But this 
must not impair the intrinsic value, if money is to remain as 


immutable measure of value for goods and services in exchange. 
b 


As money power is being used to alter some persisting trends in 


tor was perceive? as a tool and applied accordingly. Its 


indiscriminate use in expediencies 
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deviations ought to be preferably eliminated rather than 
permitting them within the so-called safe specified limits; 
described as ‘standard deviation’. Such a standard, even when 


fad 


evolved by any rigid formula, it would call for exact 
Re ee i oa l A ona a e 
identification and a rigid regime of limited application with 
reversal in short run to the former position. Ironically, such 
norms or limits have not been clearly identified, defined, 
evolved and precisely quantified. Hence, no stage could be set 


for their rational implementation. As a result, money has been 


found as a subservient power to the more powerful elements 
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both in internal and international affairs. This concept offers 
‘standards’ to keep money values intact with permissible 


deviation within the defined limits, no more, no less! 


It is an irony of modern macroeconomics management, 


particularly in developing countries, that currency values have 


Co 


become unpredictably fluctuating. Developing countries have 
lost control over. pre-emptive changes in value of their 
currencies due to budgetary and foreign trade deficits, often © 
bulging magnitude Budgetary deficit damage 
purchasing power of money within a country while recurring 
foreign trade deficit reduces value of a currency against ‘major’ 

currencies acceptable in settlement of the world trade accounts. 
Even internal erosion in value of a currency radically exposes it 
to vagaries of international currency markets, which are 
by speculative tendencies, more so by racketeers 


Fall in the value of currencies 
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resource transfers to developed countries. 


As long as currency value fluctuations persist internally and 
stretch to the processes of the global economy, poverty. will 
persist in one form or the other in developing economies. As a 
result developed countries would continue to grow richer and 
flourish. Money has become a medium of persisting poverty in 


developing countries and a consistent element for enrichment of 


e 


developed countries 


More or less, an identical situation prevails in each 
developing country, that is, the rich getting richer and the poor 
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becoming poorer. Money has practically been used as a tool of 
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exploitation of the weak rather tnan becoming a powerful 


ry in tne economic system. 
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could bring a balance needed fot frictions-free and stab 


Ol e prosperity to all 
the participants on merit. The book entitled ‘The New Ireatise 
on Taxation in Developing Countries published earlier 
prescribes a new system, structure and procedures adoptable in 


the taxation sphere. This concept aims at providing a parallel 
p 


system for monetary discipline, which is equally im 


Integration of the two is essential to bring economic structure 
sustaining growth with social equilibrium Equitable monetary 


system, structure and procedures are meant to serve as a 
supplement to the ‘New Treatise on Taxation’. A combined 


induction of the two prescribed Sys tems with relevant formation 


Let riches rise from the current ruins. Potentials for 


economics growth possessed by developing economies are 


touch is awaited for a transformation which 
can be had by prudent application of equitable taxation and 
monetary system with their supportive structures. Let the money 
be the vehicle of gearing up economic activities with sweet 
fruits to those having earned incomes legitimately and not to 
those flourishing through unearned incomes. Nothing inflicts 
torments or causes tyranny in a socio-economics milieu more 
than the evil of unearned incomes. This has been denuding the 
productive resources inflow and giving impetus to divergent 


trends, causing deprivations and inflicting destruction. 
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Money was evolved as a means to generate economic 
stability, security and progress, not as an end in itself as it is 
being chased now-a-days. Let it remain in its original form of a 
means. There should be no change in its intrinsic value so that it 
serves as a reliable medium of exchange, a real measure and a 


stable store of value. 


This prescription provides for a flexible mechanism, in 
theory and practice, the management of monetary economics. It 
ensures an unchanged value factor of money, with flexibility in 
approach, to make it a genuine vehicle of economic p 


with equity and justice to the people working for real growth 


There would be hardly any goods and services in the 


prevalent economic environment that cannot be purchased by 


money. Human welfare apart, loyalties are on sale, if you want 


to buy them. Though one cannot buy out life, one can bargain 
for death of anyone intended to be removed from the scene 
There is nothing that money cannot handle at pre 


Money is termed at times, by many and on many occasions 


as a mystery. It is a mystery, so fascinating that life itseif 


and, money influences everything and 
4 


everybody. In short, it is not easy to describe what money does 


and what money does not. Money is, therefore, what money 


Money has been exceptionally important, with its great 
might in mouiding manners, even ideals and morals, and has 


made mortals more mortals against their own strange creation. 
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Money is being mismanaged, so much so that each 


individual, group, society, country, is dumped by it into deep 


distress. Concurrent inflation and recession, named as 
‘stagflation’ occur by dint of unreliable paper money floating 
freely, creating complicated problems of debts, making massive 
transfer of resources from poor to rich and spreading violence 
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and rebellion are the byproducts of mismanaged money. Social 


strife spreading into political conflicts have been rooted into 


these troubles, the role of money is vivid in its vicious villain 
character. Money makes less but breaks most men, matters and 


ities and countries. 
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This may not carry the whole truth but substantial indeed. Look 
at each big money-man in a society. As a rule, one would find 


behind the riches some sort of crime, matching with the money 


Exploitation, whether of an individual or en-masse and 


anywhere and in any situation, it is a crime. This implicitly 


Pangi 


The priority purpose of forming the World Bank and the 
International Monetary Fund was to provide stability to the 
monetary system within the countries and then extending it 
globally. After about half a century of their functioning, a look 
at them and the scenario set out gives shivers down the spinal 
cord. Consultants to and critics of the two vital institutions have 


unanimously advocated the need to attach top priority in 
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achieving the exchange rate stability. In achieving it, the 
economically advanced nations have been urged to play a 
leading role. Their prescriptions to achieve the avowed end will 
be nothing beyond a wishful thinking. Longing for a stable 
exchange rate will not be translated by them into a matching 
system by specifying means to achieve this end. Their grinding 


the axe by fluctuating exchange rate 18 excellent. But how to get 
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currencies value stable has remained an elusive goal due to their 
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intents and evil designs. 


Time and again, vague calls have been given for pacifying 


the people around. ‘Flexible’ exchange rate patterns have been 
prompted by the leading economies in tota 
stable exchange rate system preached earlier. This smacks of the 
apathy, creating uncertainty and set disruptive trends. There is a 
distinct and growing sense of strong resentment with the current 
unstable monetary system, rather an absence of a system. But 
there is no move to do away with it and do some thing tangible 
about the stable monetary system. Change from the pa assivity is 
needed. What is needed becomes possible with efforts guided by 
reason and justification. Stable monetary s 
answer to eradicate the evil presently gripping the structure of 


economic exploitation, extending its infiuence from tne 


we 
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dividual to the internat ional economic relationship- 


There is no dispute about the failure of the floating 


past two decades, fluctuations In 


rencies of developing nations. This trend has compelled the 
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protection against erosion in the value ot their currencies. This 
additional demand for foreign 


currencies with stable value. The problem has compounded the 
S 


complexities. Swings as volatile as 30 to 40 percent in value of 
currencies over a year cycle have not been unknown. Persistence 


of such swings render price levels uncertain among the countries 
and it gets in sharp conflict with the concept of relative costs 
and comparative advantage, in which are rooted the principles 


of open markets. 


The theory of comparative economic advantage has been 


he current floating exchange rate system and 

e rate system. Interventions 
countries, however strong be their supportive line of 
have not proved productive in setting the skewed process 
here is no substitute to having a stable 
monetary system within each country and in the global context. 
There is no sense in adhe ng to the fluctuating or flexible 
exchange rate system. It is inimical to the economic reality and 
equity. Such a system cannot ensure sustainable economic 


progress and prosperity. 
of 


RECENT THINKING 

Application of artificial means in managing supply and 
demand of goods and services, by expansivn and contraction of 
money, cannot yield desired results. ft is not a natural 
phenomenon. It cannot work, being not in cohesion with 
economics realities. Rituals cannot sustain, or rule with reason 


x 


and sense. They cannot Survive and lend support. In 


12 Equitable Monetary System and Structure 


restructuring the monetary system so as to be stable, it is 
expected that the countries forming the ‘elite’ Group of Seven, a 
club of strong economies, will take a lead. A format designed 
for the purpose broadly refers to (1) a consensus on widely 
appropriate equilibrium of values to their currencies, with 
flexibility for short run change in the range of plus/minus 10 
percent around a pre-fixed parity. (2) This should be followed 
by the participating countries to jointly defend and hold the 
respective values by intervention and interaction. (3) Such an 
integrated approach ought to be effective at least to the extent 
of providing support to stable exchange rate objective. This has 
sultation with the 


been suggested to be undertaken in close co 


n 
niernational Monetary Fund. If it is done and a model is set, it 
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formation of trade blocks, which are organized. In doing so, the 
number of currencies acceptable for world trade medium and 
measure is expected to be reasonably reduced, which would help 
in moving materially towards a system representing stability in 


monetary matrix 


The method proposed lacks susceptibility to sustain and 
ensure stable values. The margin of value fluctuation set at 10 
ercent limit is reasonable. Wider change would become highly 
risky. There is little room for a reconciled range to fix. 
Speculative tendencies by the operators in money market. have 
grown beyond the government means to manage values o 
relevant currencies within the given flexibility band. This 
problem is compounded by persistently growing larger 
government budgetary deficits, even in the Western world, 
which has formed the ‘Group of Seven’ from its fold. This 


helplessness brings one back [0 the finest principle of balancing 


y (a) promoting 
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b 
savings, (by reducing spending and (c) intro ees effective 
taxation system, providing incentive in compliance and 
prescribing punitive measures in defaults. For introducing a 
sound, secure and equitable system for the purpose, refer the 
book titled ‘New Treatise on Taxation in Developing Countries’. 


There can be an alternate format with flexibility, but perhaps 


not as precise as unfolded in the said book. 


Once a little — Is permited to fluctuation in the 


ane! 


from productive usages to the financing current, that is 
unproductive spending of the government, etc. This process 
gathers momentum when it is allowed t to take roots. Liberalism 
will unleash uncontrollable magnitude of currency c b 
wider value variations. It is not a remedy. It would become a 


malady in theory and malaise in practice. 


John Maynard Keynes, the architect of ‘Quantity Theory of 
Money’, gave a shot in the arm of sagging global economy then. 
His prescription provided strength to the engine of growth by 
energising the economic activities in the countries ravaged by 
the Second World War. His proposal of creating ‘International 
Monetary Fund’ envisaged size of the fund equal to 50 percent 
of the then world trade volume. Now the size of IMF resources 


capability stand shrunk to mere two percent of the world trade 
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volume. In a day’s span, more than one trillion dollars cross the 
countries’ boundaries. This has made the IMF unable to assert 
control or direction in the world monetary flows. The IMF is not 
in a position to create calm in the financial markets susceptible 
to disorderly behaviour. The IMF.is unable to check the chaos 
that has been created and to do away with disruption and 
distortions. The IMF is-unable to regulate banks and financial 
institutions from indulging, often excessively, in currency 
speculations. Keynes’ concepts now command no more respect 
and no more can these regulate currency to behave as a sole 


supportive instrument in the economic upsurge. 


affinity. The catchy clutch of internatio onal. community and 
‘shared sovereignty are simply myths, which are bound to 
explode soon. Nation state is destined to rule, as ‘long as 
manoeuverability by money and, through it economic 


imperialism and exploitation would persist. The New World 
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Order has got cracks and is found faltering even before it’ 


becoming a reality. With the dissipation of Communism in the 
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former Soviet Uni 


ceed in a short stint. The flow of capital, 

g accumulated by the middle ciass through savings, is 
falling short in creating adequate productive capacities and is 
pushed into speculative bids, short-term quick bucks bearing 
investments and luxury spendings. The service sector grows 
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faster which leads to extortions and money laundering. 
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The Western model is virtually following 1n the footsteps of 
ft e hae r b 2 b 1 i z bi 

the Communist model, which has gone into disarray of oblivion 


it has been made to an extent immune to direct effects of 


Communism. The financial woria IS found to be not responsive 
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to the need for a change and if is getting increasingly exposed to 


become a sitting duck. It would cause the biggest setback to 


strength. As long as Capitalism had competition in choice 


between it and Communism, it carried a cliche. Standing a 


with virtues, which it basi cally lacks. 


been due to its magic ot free market and dei nonstrated 


‘dynamics, by yielding higher erowth in production of goods and 
T 


provision of services. This would be managed better by holding 
-y value system stable and not fluctuating or floating 

and virtually floundering. A fresh look at the 
so as to evolve a mechanism for. oe value structure, iS a 


rerequisite to save it from shocks, jolts and consequential 
q J q 


collapse. 


WELFARE STATE SYNDROME 
Seeking monetary support in balancing the budget is usually 


defended on the plea of building a welfare state. The plea 


sounds serene but is poor in substance, as it lacks rationale of 


realism. Lending support by more than equitable volume o 


16 Equitable Monetary System and Structure 


money in striking a budgetary balance is defended as it overtly 

Saves a society from increasing burden of taxation. But money 

influx gives impetus to inflation. Inflation is obviously invisible 

taxation. It affects each and every soul, without exception. 

Invisible taxation tends to be the most obnoxious and assertive 
by it 


form. Each consumer is compelled y it to pay more in purchase 
of goods and services. Inflation bears mu ltiplier effect in cost 
of products and -price trend. ‘It is poised adv versely against 


economic interests of the common man. 


Inflatio compels paying more in money for same 
quantitative and qualitative purchase of goods and acquisition of 


ë 
services. Decline in — power of money, more than 


proportionately dilutes the value of Savings. Persistent fail in 
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value of a currency discourages savin: 
investment trend follows. Growth in developing economies” 
remains directly linked with savings and their transfor: mation 
into investments. Spend and grow theory is a recipe meant for 
developed countries, as they have reached to zero rate of 
population growth and are engaged in mass-scale production by 


infusion of capital goods with advanced technology. 


Spend and grow is as anathema for developing economies. 


Prescription for them is to save, invest and grow. The so-called 


welfare state argument fails to pass through litmus test of save, 
invest and grow, as budgetary deficit gives rise to inflation, 


The slogan of promoting welfare state, by means of injecting 
more money, which erodes intrinsic value o 
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hollow. It is an eyewash, a deception and is disastrous in the 


p 
end on translating it into action. Weak, spineless governments, 
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hese words have been borrowed from Marie Corolli’s book, 
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‘The Sorrows of Satan’, a best seller for several 


Money was invented to facilitate exchange of goods and 
w: ` 


remained perceptibly positive as long as 


rendered its five basic functions. No sooner than money became 
a commodity and its use begun to meet the budgetary deficit, its 
intrinsic value eroded. Such erosion has been persistently 
extending, particularly in developing economies, though 


developed economies have not been a total exception to this rot. 


As a result, the role of money has become negative in real 
resource generation and it has stepped up speculative strife in 
societies. Most of the social evils have roots in economic 
distortions and increasing deprivations of a majority, engaged in 
hard work to meet family budgets. Deficit tre nds in the budget 


of government have dented family budgets by pushing them into 
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similar distress. Governments have been instrumental in 
draining out family budgets strength by eroding value of 
currency, which also erodes family savings. Governments first 
mop up the surpluses of the family budgets, subsequently cause 


dent to them and simultaneously erode savings. 


Inflation arising from budget de 
resources of the common man. Inflation is the severe form of 
direct yet invisible taxation, with the most exploitative 
approach. As a result; those ‘earning by foul means, 
accumulating wealth have emerged strong in the socio-economic 
orbit. Money has become the: most influence-wielding element 
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and has let loose exploitation to the extent of loot at large, 
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leavirrg no sector of society immune to its spread. 


Money can now buy anything and everything , even- souls of 
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many! There is hardly anything, any event, any honour that 
money cannot buy and bargain it with a vanity and vengeance 


. 


against ethics and morality! There is nothing that money can not 
yuy now-a-days and its terrorizing trend of depreciating human 
values would go on stretching in time to come. This madness 
must end and terminate at the quickest possible because its 
stretch is bound to debase human values and iead towards 
destruction of human civilization. It is imperative to make 
money slave to man instead of master of mankind and continue 


to dictate perilous destiny for the human race. 


MONEY, ITS MEANING 
AND FUNCTIONS 


A much descriptive yet the most deceptive definition of 
-money has been ‘money #s what money does!’ What is that 
money does and what is that money does not? From a bit of 
eruesome killing, name any crime, with or 
without rhyme, it is mostly motivated by the lust for money and 
more of it. This has never been among the basic functions of 
money that is, to create bitterness and promote culture of 
violence and crime in a society. Money was invented to humbly 
serve the good cause for mankind. The definition of money 
iven above, as such, contrives controversy. Characteristically 
or functionally it is correct. It is an exceptionally 
comprehensive definition of money. 

It is not easy to list the multiple functions that money 
attends to and a variety of roles that it plays. The definition that 
‘money is what money does’ actually refers to multiplicity of its 


¥ 


functional scope. The given definition in essence, therefore, 
provides a descriptive, though not vitally specific, definition of 


money. 
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It would be of interest, nonetheless, to briefly list some key 
functions that money plays and for which it was ‘invented’ 
Anything, in any form, which is acceptable as a medium of 
exchange and which is also normally accepted towards payment 


of debts is money. 
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Several articles were used from time to time as money, to 

y, 
serve primarily the function as a medium of exchange. These 


Slaves, beers and spirits, copper, si 

he most meaningful medium which ruled for lengthy spells as 
money have been the two precious metals, namely gold and 
Silver in different forms. Days of silver and gold standards have 


gone by and their roles have now become part of history. It is 


the era of paper currency now. The paper currency is in the lead 
of all that became money on serving as medium of exchange and 


payment of debts. The US dollar and a few other strong 
currencies have become money, being globally accepted as 


medium of exchange and towards payment of debts. 


and metals could 
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A primary reason for whi 


not last as money was increase or decrease in their own values, 


o d 
time. As a resuli, they were removed from playing the role of 
money. Aristotle reserved his disapproval for currency and the 
lending of money at interest. M. 
instrument of exchange but when it tempts people to pile up 
‘unused gains’ or accumulate wealth by lending money, 
“observed he, it becomes ‘sterile or unproductive’, as it promotes 


disparity ins financial resources and ‘opels financial 
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‘capital formation’ and through it a power creating productive 


create disparity in society and prevent irregu rities, 


practice, by mere interaction of their respective demand and 


suppiy at a given time and should not be subject to value change 
by increase or decrease in money supply. If an instrument to be 


used as a measure of value and a medium of exchange changes 
its own value intrinsic from time to time, it cannot be useful for 
the purpose it was invented. There is no substitute for money, 
however, which would qualify to possess constant value of its 
own and reflect the real value of goods and services by dint of 


their demand and supply interaction. 


Another key function of money related to its being a ‘store 


of value’. This function refers to the trend of prices which 


fluctuate for several reasons, including aggregate money supply 


point in time. Since the value of currency varies due to 
variations in its own availability, the role of such money as a 


w 
store of value’ becomes dubious. Had this function been 


money itself would not have e ana in the modern monetary 


As a corollary to one of its key functions, that is, being 
‘store of value’, money became also ‘standard of value’ and 
‘unit of deferred payments’. Transactions taking place presently 
on credit, with settlement on a specified future date, render 


money as a standard of value and unit of deferred payments. 
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These subsidiary functions to its principal role of ‘store of 
value’ have been two integral parts of the one prime feature, 
that is being the medium of exchange. In order to serve the main 
role, money must possess merit to perform the two other 
functions. The twin role is distinguished for a better 


comprehension of money’s significance in modern economics. 


Money has assumed, over time, such an importance that it 
has become a key character of the economic setup. Well 
managed and, therefore, progress-oriented economies are those 


3 


classified as ‘monetized economies 7erformance evaluation of 


proper remedies. 


Recapitulating the theme, money is what money does, money 


was invented to promote the process of economic activities by 


O - 
facilitating three key functions, namely to be a medium of 
exchange, effectively neutralizing effects of barter business, 


besides the store and standard of value which inter-alia covered 
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its additional role as a standa 
functional features o 


activities. 


The three functions of money have become so intensely 
conomic system that these do not attract 


e 
attention at all and their 


significance is ignored. When volatile 
changes take place in prices of goods and services, by reason of 


recession, depression or inflation, then money attracts attention 
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In common man’s comprehension, money consists of coins 
and paper currency, readily acceptable in settlement of 


transactions. Cheques acceptance as money is prevalent both in 


dë gan and developing countries, with some constraints or 
hesitancy in the latter case. Credit cards have also become 


money in developing economies and are getting momentum for 


their acceptance as money. In short, presently coins, currency 
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notes, cheques and credit cards consti itute as money. Coins, in 
many countries, are gradually getting out of circulation. Besides 
inconvenience to carry coins, erosion in value of a currency 


-eflect tendency of coins getting out of circulatio 


Anything acceptable in place of conventional money, the 
four products specified above, can be termed as money. For 


nks and non-bank financial 
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instance, funds kept by a person 
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institutions that can be withdrawn on demand and similarly 


od 
other instruments, such as bonds which can be qui ickly converted 
into cash, also constitute as a part of money. The monetarists, 


however, describe them as liquid assets or ‘near money. As 
long as they can perform as a medium of exchange, they qualify 
to be money. 


Money, in its conventional consideration, consists of coins, 


ys 
currency notes, cheques, credit cards, bank deposits, investment 
bonds and certificates and similar other instruments which 
would be readily encashable. Any other product, which performs 


the identical roles will also form a part of money. 


Money, in reaching its present functional scope, with wider 
composition, had to travel a long way and appears to have 


reached the point of glory. No substitute for money seems 
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visible and viable. Goods used initially as money got out of 
circulation, not being able to perform the four key functions of 
money. To quote a few, they were: cattle, hides and skins, 


leather, fur, tobacco, slaves, beers, metals, diamonds, etc. 


old and silver played a fairly well sustained role as money 


for the longest period. These precious metals were first directly 


used as money, including their interchange. So they served as a 
medium of exchange Their demand and supply, besides wear 


and tear by physical exchange, created problems in the later 


i 


stage, as to their holding the intrinsic value intact. Moreover, 


these metals needed some standard form and design so as to 


facilitate exchanges. Necessity being the mother of invention, 
coins carrying standard weight were created to serve as a 
measure of specific value. For a long time, these coins remained 


in use as money. 


A time arrived to preserve silver and gold for their inherent 
values. In their place, some other metals and products, such as 
leather, copper etc., were inducted as money. Ultimately the 
paper currency replaced: and succeeded all of them. Yet the 


paper currency’s value continued to be measured in terms of 


silver and gold metals. Anyone holding a specified amount of 
paper currency was able to get in a specific weight of silver or 


V 
gold in return or surrender of the former. This period was 
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to gold and silver reserves held by the issuer of such currency. 
This role finally shifted from individuals and settled down in 
governments. As the state became 


old reserves for several purposes, main being the issue of 
€ 
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money rose consistentiy, so much so that paper currency became 
a fait accompli although no more silver or gold standard 
support, directly or indi 


d 
theory it has been disbanded. Gold and/or silver standard exists 


u 
s, the government of a time in need of money 
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resorted to reduce parity of metal in exchange of paper 
currency. Money’s role as standard and store of value started 
falling from that time. Ultimately, the state became an all- 
powerful authority to issue currency to an extent that a 


government of a time and at a time thought ‘reasonable’. Still 


ry 


the states needed some norm to justify their role as carefu 
custodian of money (supply). The norm to be determined in the ` 
process of shifting from silver and gold boiled down to the 
gross domestic product! Computation of the gross domestic 
p 


duct has not been simple. It involves scope for adjustments. 


reg 
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he scope became reckless in many instances and is more 
y al developir ng economies. Such 


a 
recklessness bothered little the governments of the day in 


domestic product has now been theoretically serving 
as a ‘backbone’ to the quantum of currency issue..It means that 
free access has practically been assumed by the government in 
creation of money! Since gross domestic product in itself is 
determined in terms of money, money has virtually lost its 
virtue of staying ‘barren’ and to serve as a legitimate barometer 
of the economy’s condition. Erosion in exchange value of 
currency due to excess issue would increase the ‘value’ of gross 


domestic product and vice versa. This phenomenon allowed 


2 
EN 


Equitable Monetary System and Structure 


states/governments to pump in more and more money than the 
real growth achieved in the gross domestic product justified! 
This trend, having been intensified over the years, has eroded 
the main roles of money as standard and store of values to 
ridiculously. low level. Yet money remains stronger in effect, 
due essentially to its general acceptability which it draws from 
the state’s ‘brute’ power, prowess and structure. 


3 


Money has ruled strong despite its known weakness and at 
times despite its decline to worthlessness. Having asserted its 
nonchalant acceptance by all and sundry over the centuries, 


money is certain to remain in command, as usual, due to no 


youth 


asonable substitute for it currently imaginable. Innovation in 


ë 
this context seems to have reached a dead end! 


Be that as it may, time has come to design a prudent 


monetary policy, with norms and structure, which would prevent 
a 
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erosion in money’s value beyond a spec! ified range o 
Money’s inherent value variations in unavoidable situation 
should be temporary and it should be within the standard and 
not beyond. Otherwise it would reduce money to something 
worthless. Money must remain money in its real sense and 
stance. There should be no disgrace to its value which would 
breed distortions of notorious dimensions. Unless money 
performs with ‘loyalty’ to its two lofty basic functions, that is 
being a rigid standard in measure of value and a sound store of 
value, it would inflict enormous injustice to the vulnerable lot 
of people in an economy and in a state. Vulnerable people would 
always form a great majority in each country all in general, and 


in see ase economies in particular. Humanity 
al 
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functional polit 


and in all its priority, demand to protect the majority and serve 
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protecting and promoting the economic interests of t 


While it is being trumpeted that ‘democracy’ has dawned during 


preserving money as the precise standard, measure and a 
definite store of value of goods and services. The government's 


£ ar 


rampant indulgence in erosion of value of money without 


consideration to achieving economic goals has been the root 
cause for the present plight of the people, inflicting miseries on 


How to end the agony of the people arising from 
5 J I £ E 
-indiscriminate erosion in value of money, which has been an 


* 


invisible atrocious taxation, form the basic theme of this work. 


Unless ‘Money, its meaning and functio are elaborately 
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reviewed, intricacies of the subject matter, referred to as 
$ 


‘Equitable Moneta ary System and Structure’ may not be fully 


understood. 


MONEY SUPPLY, 


ITS FACTORS AND FACETS 


Money has changed its faces and forms many times since its 
‘invention. But its role has remained basically unchanged. With 
the passage of time, the complexity of money has made it 
difficult to deal with its primary functions and to manage it with 


equitable dispensation. This situation has emerged due to money 


transgressing the limits of its profound roles. What faces it has 
put up, over time, and how these changed complexions, created 
complexities in the process, has been discussed earlier. Now the 
discussion progresses to elaborate (a) the composition of money, 
(b) the factors contributing to its formation and (c) the reasons 


in its support. 
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The role conceived for money was primarily to serve as 
medium of exchange and a measure of value, besides a store and 
h 


ese roles, in theory, remain intact. Its 


Se 


a standard of v 
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generally been accepted as due extensions to its basic functio 

But such extensions, growing beyond limits, have practically 
caused deep dent or erosion in its intrinsic value element. This, 
in principle, should not have happened. Due to fluctuation in its 
value by quantitative variances, money’s fundamental roles as a 
measure, a store and a standard of vaine have become dubious. 
This has been the most fatal evil of money a 
instability in the entire monetary system. This is being 


evidenced particularly in developing countries. How to avoid 


this spectre forms a basic substance, which is subject matter of 


this study. 


Money supply was originally subject to rigid limitations on 
having in possession quantum of gold and siiver in support of 


its supply. These periods have been known as an era of gold 
and/or silver standard. Money supply is now conceptually 


backed by the quantum of gross. domestic product in some 


2 
ly is to be determined by linkage with growth 
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rates of gross one product and populatio 


needs to be correlated with avail lability of actual goods and 
services at a point in time in a given economy. Increase or 
decrease in aggregate money supply without correlation to 
aggregates of available goods and services within a country 
would trigger either inflation or recession. None of the two 
certifies health or the rhythmic performance of an economy. 
Promoting either inflation or recession would jolt economic 
equilibrium and disrupt genuine trends. This would also spread 
injustice in a society. Such inequity becomes an atrocious 


apparatus inflicting disparities leading to deprivation for many. 
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This must be avoided as it tends to be the breeding ground for 
deprivations, culminating into violence and setting in the 


process vicious chain reactions. 


Money supply has not been ‘disciplined’ by exercise of due 


imitations expressed earlier. On the contrary, n ey has been 
in use as an instrument of exploitatior _ Money has been forced 


x 
to an extra imprudent role of ‘setting the sense and direction of 


an economy to the whims and dictates of inept planners/rulers' 
This has been due to each planner/ruler conceiving. by self- 
indulgence, for himself to be the sole bene 
This has most of the time been a misconception, a fallacy. By 
evidence, such a practice has virtually ended on a miscé arriage! 
Galloping infi ation, repressive recession and/or confusing 
stagflation’ have been the byproducts of such erroneous belief 


bout benevolence. Such a misconstrue ed motivation ought to be 


COMPOSITION OF MONEY 
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In a layman’s language, currency is consi idered as mon 
is also considered synonymous with supply of money or 
monetary assets or monetary aggregates. Perceptions of 


professionals differ about the money supply. By and large, 


by additions, though they bear multiplier effect in practice due 


to functional overlappin; 


ig. Variance in com mposition of the three 
tiers in Pakistan is broadly explained in the material follows 
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Mi consists of: 


Currency in circulation, plus demand deposits with banks, 


other deposits. with the 
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residents' foreign currency dep 


State Bank of Pakistan. 


M2 consists of: 


s with banks. 
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Mi as above, plus time depos 


M3 consists of: 


M2 as above, plus certificates/instruments of savings and 
investments issued by specialised and development financial 


institutions, corporate entities and alike. 


In principle, it is currency in circulati a segment of MI, 
which is commonly considered as money, particularly in 


developing economies being partly monetized. Conceptually, 


currency and demand deposits would constitute money in its 


narrow sense of application. Credit cards, prize bonds and other 


T 


similar instruments, which are acceptable as good as currency, 


n 
also form part of money and will feature in the first category, 


other two forms. In effect, it is M3 which forms, in broader 
concept, the real money supply. In deve eloping countries it tends 
to grow markedly more than the growth of gross national 
product measured by constant factor cost. This incremental 


element has been the root cause of accelerating money supply in 


Excluding inter-bank deposits and deposits of central and provincial 
governments and foreign constituents. 


Excluding IMF A/c nos. 1 & 2, SAF loan account, counterpart funds, 
deposits of foreign centra! banks, foreign governments, international 
organisations and deposit money banks etc. 
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the economy, which provides unearned gains to producers and 
suppliers of goods and services. It creates an inequitable 
monetary system and operates against the interests of the 


common man. 


AGENTS TO MONEY FORMATION 


The principal player in creation of money, in the given 


po 


complex monetary system, is none else but the government. The 
monetary authorities of the day determine, as dictated by their 
assessment of the economy’s nee 
supply. Assessment of results of the action 

continuous process in short term, followed by a periodical 
comprehensive review in long term. Integrated approach in these 
two terms is inevitable. Short term assessment provides for 


timely action to keep long term objective in proper pursuit and 


Primary source of money supply in theory has been the 


currency issued and in practice the currency in circulation. 


a 


There would be, by and large, fractional variation between the 


two, the currency in circulation shall logically trail a little 
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hind the currency issue 


ome 
= ,3 
a 
on 
oO 
= 
k 
la: 
c 
a] 
OQ 
Set 
td 
cD 
Cb 
i; 
esp 
e> 
ap) 
= 
Qu. 
cr 
D 


considered fairly or equated 
grows with time, by ‘climate, soil, inputs, and other care 


measures’. So grows money in the economy, by turns and twists, 
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as expressed in the three tie 


money. Pe al deposits with the banks, both demand and time 


types, with chequing facility, form the second major step in 
a 
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keeping in view cash needs of the depositors and the economy’s 
needs for liquidity or floating money would exercise restraint on 
the aggre quantity of money to be in circulation. By 


variance in reserve or liquidity ratio, control may be exercised 


on aggregate money supply. The reserve system, inter-alia, 
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manages currency floats. Ít furnishes a variety of fin 
J. 


services to the government or the society. It regulates the 
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availability of money in the e 
‘prudently’ assessed, and maintains flexible supportive 
monetary conditions. Monetary assets include deposits with the 
banks which must be utilised in advances strictly for growth- 


oriented economic activities. The main thrust of the monetary 


management needs to be keeping the economy on track for its 
fair and progressive functioning. 
Reserve system exercises control over aggregate avail bility 


of money. To illustrate the point, if the reserve ratio is 
prescribed at 25 per cent, it would enable 75° per cent flow in 
the form of credits by the banks. It will mean proportionate 
addition to the existing money supply. To elaborate this point 
further, each deposit of Rs.100 tranche in the initial step would 
be making aggregate money generation/supply of Rs.175. This 
process will multiply with proportionately declining intensity. 
The credit of Rs.75 will be initially in the form of deposit to be 
withdrawn in stipulated time and need and so on. Not 
necessarily that Rs.75 of credit by bank and deposit by borrower 
will create additional 75 percent of extra money from it. That 
would vary, in developing countries, from parties being paid off 
through cia as Assume that Rs.75 of credit is disbursed by 
borrower in payments to all the parties with bank accounts, the 
initial Rs.100 would eventually generate money supply of about 


additional Rs.300 or extra threefold by the multiplier effect. 
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Credit potential created by initial seed cash deposit tends to 
be significant in theory. Time deposits, forming part of M2 will 
have reduced effect of multiplication. Instruments of savings, 


usually to be converted into term investments, would have a 


further reduced influence as multiplier to the money supply. So 
would be the case of bonds of different descriptions and 


denominations. Credit-cards have, however, been substitutes of 
cash and its creation of money would be having velocity effect 
similar to currency. Liberal use of credit cards in monetised 
economy may bear patently disruptive influence in an otherwise 


fairly disciplined management of monetary. assets. 


° 


ysses other means to vary monetary assets. Two other major 
supportive instruments to reserve ratio are (1) open market 


operations and (2) rediscounting facility. 


The regulatory banking institution operates directly in 
money market through purchase and sale of government 
securities against money. This is known as open market 
operations. By this method, the government borrows or iends 
' money to the money shops. Banks are also known as: money 
shops by their functional characteristics. This tends. to take 


banks ‘goods’, that is, money to enable other 
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away or reple: 
banks either to ‘buy’ from or ‘sell’ money to the banks in the 


form of borrowings or deposits. Similarly, the central bank 


i 


would expand or shrink reserves or cash liquidity ratio to be 
maintained by the banks as much as banks do it by creating or 


contracting deposits. 
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ratio requirement and the one prescribed for a given point in 

market, which is banks forte, to 
rectify their position. This could be done either by short term 
borrowing known as call money from within the banks circuit or 
such shortcoming would be made good by reducing their short 
term lendings to the clients. Similarly the banks may surrender 
instruments of customers, who have borrowed from the banks, to 
other institutions providing funds to meet the reserve 


requirement. This method in technical jargon is known as 


= 


rediscounting. This rediscounting takes place as the lending 
bank surrenders part of its income by submitting the instruments 
of his clients to other lending institutions, which were acquired: 
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earlier as a security against the finances provided. In brief, the 
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ipal tools, available with central bank in managing 
the requisite quantum of monetary assets, are (1) reserve ratio, 


(2) open market operations and (3) rediscounting facility. 


Besides the said trio, which tends to be the force Ways at 
work in priority, the central bank has other ways and means to 

manage the monetary system. The additional tools are known as 
selective controls. Their importance is steadily on the wane, as 
the working of the three major tools has been acquiring 
refinement, turning more powerful, effectiv ve and meaningful, in 
the ‘free or deregulated’ economic environment. Other tools 
referred to as selective controls, possess broad spectrum in 


operational scope. These are being briefly discussed below. 


(a) Control on consumer credit. 


Through this, the central bank may prescribe scales of down 
payments and time limit of total payment for the consumer 


goods purchased on instalments. 
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(b) Control over market speculation, inclusive of the stock markets. 


The central bank may prescribe percentage of cash to be 
surrendered or used in purchase of stocks of all sorts of goods, 
inclusive of the shares of corporate entities. It means creating 
credit constraints which in the process would prevent extension 
in money supply beyond the prescribe ed limit. This may expand 


or contract supply of money. 


Similar to the credit curb on financing inventories and 


similar purpose. It contains, extends or shrinks monetary assets 


In addition to techniques explained as te expanding or 
contracting monetary assets in relation to the economic needs, 
morai suation would also be used though it holds but a limited 


influence in the prevalent socio-economic conditi 


would need public co S: 
balance. The scope of this sparingly effective tool can extend to 
goods and good purpose loans, s to cool off the inflationary 


In developing economies, the central banks have yet to bring 
ct supervision and contro! other savings and 


investments institutions which, like banks, play the role in 
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urance and general insurance companies, savings institutions, 


provident and other trust funds, mutual 


of money in the economy. For instance, life. 
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ensuring exercises in monetary economies to be desirably 


effective. 


Money has emerged as a main player in the economy, 
particularly in its management mechanism. It has become li 
blood of the body-economics. High or low money ‘pressure’, 
like blood pressure, affects the entire economic structure and its 
activity spectrum. A proper balancing act should alone ensure 
stability in values and promote social peace and tranquility. Any 
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disturbance in the system would call for application of either 
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stimulants or tranquilizers, as th 
Money has introduced liquidity into monstrous forms of 


fixed assets. Creation of this liquidity has facilitated growth 
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dynamics in the economy. Expansionary monetary pí 
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in ‘deepening’ of capital and ‘much’ capital formation, which 
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would be of short run in effect. In mid-term, more moneys 
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goods would put the former (money) on slippery 
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chasing less 
grounds for its value, which would be on a declining curve and 
would seek ultimately restoring the earlier equilibrium. Change 
in the direction of application of the monetary resource could 
transform into full employment and increase the rate of ‘capital 
formation’ in an economy. Undue stress on either of the two 

uld prove futile in the final count. Increase in quantity of 
fixed assets, beyond some critical relationship to current output 


and labour, would cause the extra capital outlay become less 


productive. 
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(b) Control over market speculation, inclusive of the stock markets. 


The centra! bank may prescribe percentage of cash to be 
surrendered or used in purchase of stocks of all sorts of goods, 
inclusive of the shares of corporate entities. It means creating 
credit constraints which in the process would prevent extension 


in money supply pevoue the presc ribed limit. This may expand 


(c) Controlling the real estate credit. 


nks monetary assets 
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In addition to techniques explained as to expanding or 


contracting monetary assets in relation to the economic needs, 


moral suation would also be used though it holds but a limited 


influence in the prevalent socio-economic conditions. This 
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consciousness operating as check and 
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balance. The scope of this sparing! 
goods and good purpose loans, so as to cool off the inflationary 
tendencies. 

In developing economies, the central banks have yet to bring 
under their strict supervision and control other savings and 
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investments institutions which, like 


multiplication of money in the economy. For instance, life 


assurance and general insurance companies, Savings institutions, 


provident and other trust funds, mutual funds, leasing 
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ensuring exercises in monetary economies to be desirably 


effective. 


REASONS GOVERNING MONEY SUPPLY 


Money has emerged as a main player in the economy, 
particularly in its management mechanism. It has become life- 
blood of the body-economics. High or low money ‘pressure’, 
like blood pressure, affects the entire economic structure and its 
activity spectrum. A proper balancing act should alone ensure 
stability in values and promote social peace and tranquility. Any 
disturbance in the system would call for application of either 


stimulants or tranquilizers, as the case may be. 


iquidity into monstrous forms of 


ixed assets. Creation of this liquidity has facilitated growth 
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dynamics in the economy. Expansionary monetary poli 
in ‘deepening’ of capital and ‘much’ capital formation, which 
would be of short run in effect. In mid-term, more moneys 
chasing less goods would put the former (money) on slippery 
grounds for its value, which would be on a declining curve and 
would seek ultimately restoring the earlier equilibrium. Change 
in the direction of application of the monetary résource could 
transform into full employment and increase the rate of ‘capital 
formation’ in an economy. Undue stress on either of the two 
would prove futile in the final count. Increase in quantity of 
fixed assets, beyond some critical relationship to current output 
and labour, would cause the extra capital outlay become less 


productive. 
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It could not be a single pursuit of price stability by all 
means or chasing growth gains alone at all costs. Other things 
being equal, higher output would exert downward pressure on 
prices and vice versa. Nonetheless, higher rates of employment 
and production tend to make people more efficient and more 


enterprising and society more prosperous. 


Money in effect forms key component of the supply side 
economic pursuit, particularly by its expansionary policy goal. 


This option is applied with emphasis in developing countries, 


supportive fiscal policy and vice versa. A liberal monetary 

policy contrasted by restrictive fiscal policy, aimed at cutting 

down disposable incomes and consumption, would promote 

requisite ‘deepening’ of the capital formation. Eased monetary 
| | 


and tight fiscal policies combination could lift economy into 


high employment, income generation and investments. 


economics management. At times, money also assumes the 
fiscal policy pursuits. 
Money is, of course, very important, as its supply can be 


managed relatively easily by the government or the central 
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esired dimension. 
Expansionary monetary policy, claimed to be meant for 
upbeats price line of consumer goods and services. Capital 


formation pursuits benefit the business and industrial class by 


augmenting their incomes. Due to topsy turvy taxation policies 


persisting in developing economies, the intended capital 
formation does not take place within the expected time frame 


but on the contrary it tends to create complications. In the 


conseque 


ent 
spread. and gathers a momentum in its flourish. 


The recipe for balanced growth, with equitable economic 
benefits to all, would call for fine inter-mix of blend o 
‘secular’ monetary and ‘beneficial’ taxation systems. The 
taxation system warranted for it has been explail 
the book entitled ‘ New Treatise on Taxation in Developin 
Countries’. It forms a preceding part of the whole concept an 
structure to be translated into a reality. This text seeks to 
elucidate ‘Equitable Monetary System and Structure’. It is 
precisely meant ior developing countries. The two sets of 
treatise are most desirably meant for developing economies, 
with a view to extricate them out of economic imperialism 
which has been thrust upon them by develop ed countries, who 
have clandestinely put in place a brutal exploitative apparatus 
which sucks the blood of deve lo oping economies, and robs them 
out of their ‘scarce’ resour . BY adopting the two systems that 
have been propounded, developing economies would be able to 
break the chains of economic hegemony and attain the cherished 
salvation. Then developed countries would be compelled to 
follow suit in adopting the two systems. Both are supplementary 
to each other and, therefore, adoption of one while ignoring the 
other altogether would not deliver the desired goods. Adoption 
of the ‘New Taxation System’, as the first priority, would help 


to generate adequate resources and this would create conditions 
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conducive to implement the secular or more appropriately the 


equitable monetary system in the economy. 


Aggregate money supply is influenced, besides quantity 
theory of m MONE: in practice, by the velocity factor of money in 
an economy. Velocity factor, to an extent, depends on the 
quantity of money a If expansionary monetary 
system is opted, the velocity factor, other things remaining the 
same, would reduce. In the situation of pursuing contraction of 


money supply, velocity would inerease. O 


ther things remaining 


the same, velocity element would not vary so en that 


iever of adjustments and not disruption, pro vided equitable 
monetary system ı becomes truly operative. 


Another factor of considerable influence having recently 
invaded developing economies, relates to the dismantling of the 
foreign exchange regulations, otherwise governing the inflow 
and outflow in manageable limits. As a result, considerable 
influx at times and exodus at other moments, with free flows 
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permitted of foreign currencies and unds, has been violently 


disrupting the aggregate money supply. Private investments set 
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free to such flow, and preferrec put in speculative outlets, 
or invigorate the existing. 
ones. Similarly creating more money simply to g 

resources temporarily for payment of debts and debt servicing 
makes money supply violent. This has cast adverse influence. 
The balance-sheet would then get loaded with excess liabilities, 
to be counter weighed by creation of fictitious or intangible 


‘assets’. Hence, the foreign exchange factor needs special 


treatment in the given scenario of free for all, in which piayers 


oft 
panad 


Money Supply, its Factors and Facets 


nanipulatior ns would have the 
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PERFORMANCE EVALUATION 


In practical terms, the monetary ‘policy’ in developing 


p 


kas 


countries would be found to be hollow. Their system has simply 
been a myth, not supported by reality on ground. The chapter 
about ‘Monetary Policy Myth’ gives a detailed account in this 


regard. 


The monetary system in developing countries has been 


4 


meant, by and large, to meet the budgetary deficit, due to 
defective taxation and expenditure policies of the government. 
The monetary policy, system and structure for its management 
have -invariably produced inflationary upsurge, evident in 
persistent upbeat of consumer price index. It is mischieviously 
termed at times as a representative feature of improved standard 
I 


of living. In reality, it is deterioration in the standard of living, 


by rising the cost of living. 


Besides creating 2 inflation, it improvises value of 


currency against currencies of the world trade settlements. 


developed countries, irrespective of their monetary system being 
c 


urrenci 
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O 
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in flux. Persistent erosion in exchange value of 
developing countries unabatedly transfers ‘resources to 
developed countries, foreign investments and economic 
‘assistance’ notwithstanding. This makes the poor countries 
poorer and the rich super rich. ‘Secular’ or equitable monetary 
system is a must in support of ensuring an appropriate taxation 
system become a real success. Combining of the two in 
translating the ideal into a realm of reality would work wonders 


in ushering the long awaited genuine prosperity for the masses. 
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MONETARY POLICY MYTH 


A defective fiscal policy framework and its weak execution 
have precisely been the root cause of a partial to total collapse 
of. monetary policy design and its distorted application in 


developing economies. 


With a view to comprehending the perception of the 


monetary policy, if any that has been practiced in developing 
k y y : z & 
h 


economies, it would be worthwhile, in the first instance, to 


W 
briefly spell out goals to be achieved or objectives to be served 


The primary function of a monetary policy will be adequate 
quantitative determination and appropriate qualitative direction 
of investment flows in an economy. This process would also 
influence income distribution in a society. It would tend to 
reduce income disparities by curtailing unemployment and 
generating savings and promoting investments. This process 
would provide impetus to production of goods and availability 
of services. A monetary policy, to be inter-alia supportive in 


principle, would thus serve the priority purpose of the fiscal 
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nd monetary policies iS 


4 


Co-ordinated approach in fiscal 


= 


sine-qua-non for sustainable development and growth, 


bility, leading to efficient 


£ 
€ 
e 
Q 
"Ü 
jaw) 
= 
p= o 
O 
_ 
< 
ja 
et 
a i 
tech 
ep 
e2) 
© 
= 
£, 
ox 
puani 
oO 
"tS 
keq 
i 
ga 
©) 
(A 
t. 
w 


S as of the production potentials possessed by a society. 
The formulatory and operative power of a monetary policy 
should, in effect, be vested with the central bank of a country. 
Monetary policy cannot be the sole preserve and domain of the 
central bank. It would be State Bank of Pakistan, for instance in 
Pakistan. Fiscal policy is to be designed by the Government. It 
cannot be a sole prerogative of the ministry of finance either. 
The demarcation is essential in a spheres. Consultative 
process among the government and the central bank authorities 
is imperative for a sound policy formulation and effective 
execution, both of the fiscal and the monetary policies so as to 
be helpful in ensuring sustainable economic growth with overall 
stability. Fiscal and monetary policies have to be supportive in 
attaining the preset national economic goals and need to be 
formulated through an intense consultative process, to avert 
Clash in the execution phase. The monitoring process for both 
meworks has to be set for a periodical review, in 

order to amend any wrong well in time before it can disrupt the 
scheme of things. However, after the policy. design and extent 
en formulated, the operative part of monetary policy 

should be vested with the central bank, while the fiscal policy 
and its execution remain with the ministry of finance. It is to be 
noted that fiscal and monetary tools need application in support 
of each other to achieve economic goals. Hence, the ministry of 
finance and the central bank are two institutions, to work in co- 


ordination and policy formulation, with prescribed monetary 


support suitably worked out in periodic consultations while the 
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monetary policy is seen engaged in meeting such deficits, partly 


Vi 


by pumping fresh currency and partly by aggressive borrowings, 
e 

policy cannot attend to its genuine functions either. 

and monetary policies crash and collapse together, spreading 


their debris and inflicting € economic miseries on the masses. 


REVIEW OF PAKISTAN AS A TEST CASE 


> 


In Pakistan, until late 1993, the State Bank of Pakistan was 
not granted autonomy to determine the monetary policy 
independently. This does not mean that the State Bank would be 
authorized to design the monetary policy in total independence. 
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Nonetheless norms to prevent chaos by m 
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appreciably observed till early 1990's. 


Of late, the State Bank of Pakistan has been conferred a 


3 


greater degree of autonomy, enabling it, by and large, to evolve 


and execute the monetary policy. Yet it has to be arranged by a 
formalized consultative process. The classic concept of yielding 
absolute autonomy is still far from its fiou rishing 


implementation. 


The mechanism followed till early 1990s had been helpful, 
to an extent, in coordinated pursuits -of fiscal and monetary 
policies, with an emphasis on the former being obvious. 
Monetary policy, in concept, had been non-existent. For some 
time, however, it has assumed an active role of a total autonomy 
vested to the State Bank of Pakistan but it is bound to be partly 


infringed in an hour of need and greed by the governments. 
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POLICY TOOLS 


Monetary policy tools used to regulate the system in 
Pakistan have been restricted to (a) reserve requirement, (b) 
elective credit controls, (c) rediscount rates, and (d) moral 
suasion. Under the advice of the International Monetary Fund, 
open market operations have begun by invitation of bids for 
treasury bills, investment ‘fund bonds, etc. Open market 


operations in real sense have yet to get roots but in the absence 


© 


f an active secondary market, they have not taken the roots 


required to perform in rhythm. Tools not in use relate to 


controlling of speculative tendencies in stock markets and real 


estates. Credit provided to these activities have been 
insignificant in the aggregate. Consumer credit is yet to get 
efficient rolling. Only a couple of foreign banks have made a 
beginning in this regard. 

The scope of the State Bank of Pakistan to control and 
monitor has been extended after the discovery of frauds 
committed by the ‘financial companies’ in the Punjab, by 
‘investment companies’ in Sind 
scandals in the Punjab later by the cooperative societies. The 
State Bank of Pakistan now watches working of these 
institutions, inclusive of scheduled banks, investment banks, 
leasing companies, ‘modarbas’ and other non-bank financial 
institutions. But a similar watchdog role over life insurance 
funds, savings institutions, mutual funds and alike has not come 
into being effective and, as such, its full and worthwhile control 


over the total spectrum of monetary policy is not exercisable. 
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A partial documentation of the economy has been a major 
deterrent in credible control over money supply in its narrow 
range and over monetary assets in its broad perspective, 
together with requisite efficient application of the monetary 
policy. A sizeable part of the national economy remains 
undocumented and to that extent also non-monetised 
policy primarily deals with money aggregates. Changes in 


components of money supply and a part of the economy 
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remaining informal, the problem of sound 


© 


lingers ineffectively. This should not be rece yenized as an 
absolute handicap. Having managed the system and gathered 
adequate insight by experience in managing it, relevant controls 
or safety valves can be considerably refined for proper 


application. Requisite skills gathered by experience “are 


available and should be put to good use. 


A REVIEW 


In Pakistan, monetary assets presently consist o 
currency in circulation, scheduled banks’ demand and time 
deposits, other deposits with the State Bank of Pakistan and 
residents’ foreign currency deposits which ¢ came into being in 
early 1991. The growth quantum in total monetary assets and 


reasons are furnished in the table over the next page 
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MONETARY ASSETS 
l (Rs. in Million) 
Fiscal Total Growth Growth Main Main 


year monetary (amount) (percent) causative factoral 
assets factors I Increases 
1986-87 240,023 28,912 13.70 DC 30,296 
BS 11,366 
1987-88 269,514 29,491 12.29 DC 32,690 
| BS 13,687 
1988-89 290,457 . 20,943 7.77 DC 28,063 
BS 15,416 
1989-90 341,251 50,794 17.48 DC 53,160 
BS 13,541 
GCO LEISS 
1990-91 400,644 59,393 17.40 DC 53,681 
BS 38,332 
1991-92 505,569 104,925 26.19 DC 95,946 
BS 62,573 
1992-93 595,390 89,821 GN. pc 123,835 
BS 55,699 
1993-94 703,399 108,609 18.14 DC 74,599 
7 BS 23,145 
94-95 824,733 121,334 L725 DC 94,379 
BS 36,418 
1995-96 938,680 113,947 13.82 pc 152,942 
BS 51,726 
1996-97 1,053,234 114,554 1220 pc 147.844 
BS 70,500 
1997-98 1,206,320 153,086 14.53 DC 166,983 
| BS 48,018 
GCO 18,518 
1998-99 1,280,546 74,226 6.15 DC 44,696 
1999-2000 1,400,632 120,086 9.37 DC 118,711 
BS 39,963 
GCO 40,094 
2000-2001 1,468,959 68.327 4.87 NGS 76,809 
ae NCPS 91,040 


DC stands for Domestic Credit 

BS _ stands for Budgetary Credit 

nds for Government Commodity Operations 
NGS stands fer Non-Govt sector 

stand 


ds for Net Credit to Private sector 
are: 


Source: Economic Survey 2000-2001 
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Growth rates in monetary assets reflect wide swings. its 
planned growth since 1989-90 has mostly been for providing 
budgetary support to the government ot Pakistan. The actual 
monetary pursuit has been in contrast with the policy 
perception. The monetary policy was made to embrace a crude 
of fiscal policy. Its violative use was made as a tool for 
providing revenues to the government of Pakistan in meeting its 


growing budgetary deficits. Funds flowing from new source of 


‘Residents foreign currency deposits’ and injection of counter 
fund in local currency proved a boon in generating money for 
the government to spend recklessly. 


MONEY CREATION 


(Rs. in Million) 


ms 


Fiscal year » Currency in Currency Resident’s foreign 
circulation increase currency deposits. 

1986-87 74,703 11,427 - 
1987-88 87,785 13,082 - 
1988-89 97,508 9,723 - 
1989-90 115,067 17,559 - 
1990-91 136,967 21,900 9,487 
1991-92 151,819 14,852 43,004 
1992-93 166,864 15,045 61,274 
1993-94 184,708 17,844 92,134 
1994-95 215;57? 30,871 105,073 
1995-96 234,110 18,531 145,958 
1996-97 244,141 10,031 222,882 
1997-98 212,922 28,781 278,556 

1998-1999 287,717 14,795 120,917 

1999-2000 355,677 67,960 112,475 

2000-2001 385,907 30,230 137,345 

(Up to March) | 


Source: Economic Survey 2000-2001 
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For the past several years, the budgetary deficit of the 
government of Pakistan has been persistently rising and for the 
past eight years it has been rising fast to scale highly dangerous 
levels. The fiscal policy pursuit turning poorer during this 
period, it placed excessive burdens primarily on the monetary 
system, replacing its influence of serenity by syndrome of 


sadness. Meeting the growing budgetary deficit through liberal 


DEBTS AND DEFICIT 


(Rs. in Million) 


Fiscal year Budgetary Internal debt Annual increase in 
deficit outstanding debts 
1988-89 56,879 333,210 43,113 
1989-90 56,060 381,311 48,101 
1990-91 89,193 448,162 66,851. 
1991-92 89,971 531,502 83,340 
1992-93 107,525 615,319 83,817 
1993-94 02149 711,064 95,745 
1994-95 105,352 807,687 96,623 
1995-96 137,839 920,265 112,585 
1996-97 156,588 1,056,089 135,824 
1997-98 204,992 1,199,674 143,585 
1998-99 179,177 1,452,937 253,263 
1999-2000 _ 206,800 1,641,370 188,433 
2900-200 1 185,700 1,783,528 142,158 


Source: Economic Survey 2000-2001 


The rising reliance often on monetary system to overcome 
the spending spree of the government of Pakistan has been due 
if of te of h fy V ] nail x7 and te arfarm nee Thio 
to poor straits of the fiscal policy and its periormance. inis 


principle, was non-existent. 
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In consequence, galloping inflation was set in the economy. 


Ped 


This created effects 
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sound monetary policy 


Money, in the shape of things, failed miserably to perform 
its most profound role as a measure, a standard and a store of 
value and it could not clinch the honour due to it. Its other 
subsidiary roles in the emerging vacuum were then to be 
performed by the substitutes. 


< 


In brief, the norms of monetary policy were thrown to the 
wind in the recent past in Pakistan and probably similarly 
elsewhere in economies like Pakistan. The perception for 
profound, positive and productive monetary po licy got buried 


v z. 


under political exigencies and worsening economic 


* 


expediencies. Prolonging such practices, in ultimate, will be a 
i a i zZ 


The above presentation briefly portrays a real picture of the 
monetary policy, if any, conceived and executed in Pakistan. It 
needs to be in place with due thrust on judicious application, 
which can follow its initial imaginative structuring. Resolute 


autonomy to the central bank would be a prerequisite to achieve 


with qualitative structure, which refer to the economic sectors 
and subsectors, its effective — should rest with the 
central bank and there should be no interv on by the ministry 


of finance or any government office. 
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SCENARIO 


As illustrated by the case reference of Pakistan, monetary 
policy myth or mess would be identically perpetuating in other 
developing countries, albeit with some degree of difference. It 
would not make for a material distinction. The monetary policy 


has been just a myth in developing countries. 


typical instrument for effective monetary policy tends to 


be the open market operations, that is, sale and purchase of 


Š: 


ale and flexibility. Using monetary policy 
instrument of meeting the government requirements for funds 
has become a boon for the government and bane for the masses. 
Misuse of this key instrument has become rampant. Aosence of a 
secondary market and partial monetized economy remain 
difficult roadblocks in ensuring an effective use of the open 
market operations. As the market, in its proper meaning, scope 
‘and structure hardly exists, how could open market operations 


take place with reasonable effectiveness? 


The monetary policy measures encompass direct involvement 
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operate less directly in influencing the public interest relating 
to savings and investments. 

licy has been a major tool in the arsenal possessed 
orities as stabilization process measure, despite 


monetary policy being seized with greater direct influence. The 
p y 
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In the current complex economic structure, monetary € effect 
are given due recognition and monetary policy framework is 


considered imperative but em 
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fiscal policy. As the fiscal policy has not been el 
substance to secure requisite economic stabilization, the 
monetary policy in consequence has been found functioning as 


ordinate to the fiscal policy design and goals and, as a 


result, faltering from being adequate and ef fficient. 


The quantity theory of money, applied as an effective 
prescri ption for sustained economic growth after the depression 
era of the Second World War, has become of random use with 
cherished restraints. Since the early 1970s, it has lost the power 
of panacea. On the contrary, it has shaped into monster 

galloping inflation, particu ularly in developing 

economies. Developed economies have not been spared of its 
disruptive dilemma either. The monetary policy, by and large, 
en effective in its preconceived role and as a dynamic 

factor in the growth of economics. Evidence to it is widespread, 


provided one dares to distinguish, measure and analyse the 


widening difference in ‘growth rates’ of gross and net national 
products by constant and current factor costs. This reflects 
inappropriate use of the monetary policy agenda. This has 


rendered monetary policy me erely a-myth. 


ORDERLY AND DISORDERLY 


MONETARY policy and practices primarily aim at 
protecting an economy from vagaries of uncertainties, so that 
Sustainable growth can be supported. This inter alia refers to 


promoting material welfare of the people and particularly -of the 


vulnerable sections in a society defined as ‘downtrodden’, They 


form a formidable majority in developing economies. Objectives 
b 


to be achieved, as described broadly, relate to preventing 
recurring bouts of inflation, recession, deflation nd 
‘stagflation’. The term stagflation was coined during 1970s. It 


refers to concurrent inflationary and recessionary trends in a 
country and in the giobal economy. This endemic ailment, now 
commonly prevalent in developing economies, has been the 
product of a defective monetary policy design and its pursuit, on 
deliberate administration, as a corollary to political 
expediencies of inept rulers. What monetary policy should be in 
principile, has been rendered practically irrelevant in developing 


countries. cena: as such, is almost non-existent. In 


and de-facto values would tantamount to myths. 


wd! 
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Fiscal and monetary policies have never been synonymous. 
fine balance in the economic management. Their integrated 
approach is inevitable in ensuring sustainable economic growth 
and in pursuit of planned development. Their detached 
functioning would cause perils. Without a sound fiscal policy 
framework, preventing budgetary deficit and formulating a 
profound monetary policy in support, to prevent inflation, 
av 


recession and stagflation and have a sustainable economic 


* 


progress will not be a viable pursuit. 
A sound monetary policy, in its brief initial description 
demands that money supply, together with stable velocity factor 


z 


` , š ; : I ae 
of money, should neither in a good nor in a bad periods, exceed 


the growth rate of gross national product at constant factor aes 
This formula, other things remaining the same, will keep overa 
money supply level and price line of goods and services stable. 
Stability of price line is sine qua non for planned economic 
pursuits, through which achieving the set targets could be 
facilitated. A more refined approach of monetary policy would 
be to keep money supply restricted to growth rate of gross 
domestic product at constant factor cost, minus growth rate of 
population. This will help in keeping price trends a little uppish 
by genuine demand factor. o | 
Conversely, in case price decline is desired, money supply 
could be extendable to some liberal but rigidly limited extent. It 
would be equal to growth rate of net national product minus 
growth rate of population. The two ends define the range in 
which money supply ought to be restricted keeping in view 


which objective is to be served. 
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In order to keep the price level stimulant, the growth rate of 
money supply should be liberalized equal to growth rate of net 
national product plus growth rate of population. With a view to 
keeping the downtrend in price levels, money supply has to be 
contained to the growth rate of net national product minus 
growth rate of population. No more no iess. Either of the 


be accompanied with 


+ 
Q 


strategy to be administered needs 
velocity of money to be managed at constant factor. The 


monetary policy has to be secular. 


A more descriptive and refined formula for exceptionally 
effective monetary policy, which would support and sustain 
equitable economic growth and prosperity, is provided in the 


pni 


later part of this study. 


ELEMENTS OF DISORDER 


Monetary policy in developing economies has been o 


Di 


found vulnerable and subject to fluctuations. The changes 
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brought about into it frequently have injected vicious effect 


Changing monetary policy, unlike changes in normal weather 


5 


r 


behaviour which provides the earth with sustainable productive 
energies, disrupts — capabilities and price trends. 
Surfacing of unexpected results reflect unplanned or i prudent 
monetary policy. This at times afflicts paralysis to economic 


structure and deflects its growth from the desired lines. 


< 
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structure of monetary policy. A dominantly used factor among 
them has been the interest rate. It has an omni-presence, [t is 


ge] 


having reliance on interest can never serve a good cause. 


š 


the medium of exchange. It was invented to per 


f 
principal function as a medium of exchange and embraced 


which is perceptibly manipulated by interest rate and money 
Supply, money is bound to fail in playing its principal and 


supportive roles. Money then is reduced simply to become a 


The main force in destabilization of money's role in the 
society has been resort to imprudent changes in its value 
element. Regeneration or degeneration in money value does not 


out by any natural factor at work, as it takes place in 
land, labour, technology, management skills ete. Production, 
reproduction and ‘destruction’ of money is simply by deeds of 

e government of the day which holds access to the printing 
facilities of security papers, usually through the central bank. 
Central banks in developing countries, by and large, register 
self-deceptive claim of ‘enjoying’ autonomy. It would be in 
words, without holding testimony by deeds, specially in 


developing countries. Developed economies seem immune to a 
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considerable degree from this ailment but not to the fullest 


stretch. 


The ‘monetarists’ or monetary-económist have yet to 
formulate a fair and sustainable package of the five listed 
features which wouid strike a fine balance in money supply 

ystem. Which factor should be used and to what extent, or in 
what proportion, combination and condition, which cou 
+. 


achieve the objectives well, has not been £ formulated firmly. 


Hunch or trials and errors, which have become lingering 
č 
a 


A credit policy, most of the times, is administered by 
assigning mandatory targets with liberalization to favourably 
disposed spheres. This adversely affects some weaker sectors of 
the economy. Such sectors, though, would possess great 
potential for growth and could extend immense support in 
policy has often been misused. 
The concessional credits, not flo wing in totality to the target 
sectors, flow to influential vested interests. This causes 
destabilization. With lack of strength in monitoring and no 


means to set right the wrong quickly, destabilization becomes a 


flurry. 


‘nfluences money supply. A relaxed 


pest o 


Credit-deposit ratio also 
‘a 


r reduced ratio would increase money supply and vice versa. 


Rigidity in it has often been a cause for concern to the 


was. 


commercial banks, as their efforts to mo obilize more deposits and 


be able to lend more in choice areas would find frustration. 
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‘carry greater risk factor, as borrowers would be ensured of 


š mant kalam dataen far al i 
uirement. being uniform for all the banks, 
Ë 
L 


similar effect on all of them. Banks with 


big deposits would be tempted to finance weak banks in meeting 
the required ratio. High reserves requirement would be boon to 


the central bank, as it would have more funds and bane to the 
banking institutions by curbing their lendings and clipping their 


earnings. At times, liquidity ratio, raised to penalizing 


role and control o 
advantageous to such institutions and non-beneficial to the 


banks. Cash reserve requirement has often been found as lacking 


higher the liquidity ratio with the banks, the 

lendable resources and vice-versa. With high liquidity ratio, 
railable with the central bank and it 
e providing easy access to meas. government to 
borrow. This could motivate liberal spending by government as 
it would facilitate in overcoming the budget deficits by such 
funds. High rate of cash reserve ratio could deprive business 
and industry of its.fund requirements. This ratio could also 
dampen banks motivation for creating more deposits, though not 
always. Depositors would also not be fetching adequate return 


on their surplus funds placed with the banks, as large portion of 


it will not be getting economic return due to a sizeable portion 
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stuck up in maintaining the prescribed high reserves! It is to be 

noted that central banks have been empowered by law to evolve 

and administer sound monetary policy and pursuits. But usually 

through greed and temptations of the governments these have 

been reduced in developing countries as profit Coe 

institutions to the state, instead of purely performing the grea 
pi 


task of regulating monetary system and keeping it on even keel. 


Cash reserve ratio is the easiest ploy with the central bank to 
amass or dilute resources with it. This ratio serves as a powerful 


instrument to make or mar the system, rendering it easy to 


my 


disturb. Its sparing use is, therefore, inevitable which cannot be 


assured in developing economies, characterized by recurring and 
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often increasing budgetar en 
to overcome it by the ee form of borrowings from the 
banks. Several bankers, with imagination and innovative 
approach, would attempt circumventing of such requirement. It 

will be possible to a limited extent. Involvement in this would 
be to avoid penalties arising form shortfall of requisite ratio 
Qa M RK en š š re r o sot = 
Saving would be an earning. To earn more, one learns quicker 
and for the banks, money shops as they practically happen to be, 
such tricks are seen at hand. Rigorous reserves requirement, 


particularly of the high rate, compels banks to resort to beyond 
O 


Rediscounting policy is used, in developing countries, as a 


4 


ploy of earning by the privileged banking subsector, rarely by 
the central bank, on perfor 


ming the role of proverbial 
the last resort’. It is sparingly used as an instrument o 


f 
economic development but implicitly serves as a source of 


bP 
earning by the banks with big resources and discount houses. 


$ 


Replenishment of resources on discount to the primary lending 


institutions, though these may hold adequate resources, as 
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monopolized by the foreign banks, cannot work on merit and 
prove virtuous. It enriches the quasi-monopoly institutions 


through statutory means and not by dint of hard work and 


arket operations have no free, fair and 


The six point policy package, in principle aimed at creating 
appropriate quantity of money supply, which would sustain 
creative activity on the upbeat, has been grossly misused, 
though hardly misjudged in computation of its ra ionalised need 


at a given point in time. Ali the six points in their practical 


thrust have, by and large, proved to be profit making measures 
to the ‘enterprise’ known as the central bank, always owned by 
the state. The money supply has been, as such, used often as 


money making machine for government uses! Mismanaged 
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tary system, as such, has been increasingly an 
ed as money making method by the government, more so in 
developing economies. This motive, bearing no equity or 
justification, has been at the root of destabi 

monetary system. It has been the source of mischief in the 
monetary matrix and it is used without sanctity. It has been 
providing the government a leverage to remain in saddle despite 


poor economic performance. 
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EVOLUTION 


Money was evolved mainly as a medium to facilitate 
exchange of goods and services. This function required first to 
become a measure of value of goods and services being 
exchanged. So money invariably emerged as a measure of value 
of goods and services. Further improvement of this function 
made money as a standard, and also a store of value. Hence, 
money became acceptable as an instrument of deferred 


ayments, and also as a unit of accounting, etc. As money 


injected variation in its intrinsic value, it clearly lost its 


credentials, credibility and testimony in terms of its original 
functions, for which it was founded and accepted by the society. 
There being no substitute, even much or little imperfect to 


what money has been, money has remained firmly in saddle, 
even while it was serving its basic functions with deficiency and 
at a great disadvantage to the downtrodden people. Monetary 


x 


policy and pursuits, by their imp ropriety have rendered the poor 
poorer and the rich richer. Monetary is pursuits have often 
been proved contradictory to the canons of taxation, both of 


direct and indirect forms. Injection of more money, creating 
inflation, which is an invisible taxation, picking all pockets, 
adversely affects the people with fix ed income and the masse 


Inflation puts price line on upbeat, erodes worth of savings, 


makes zoods and services costlier, pulls standard of living dow 
and its cost up. The sub-sectors in a society not subject to direct 
tax strains are also exposed to it by eroded value of money. This 


phenomenon has assumed a rampant practice in developing 
ë 


profoundly at removing income disparities 


arities, 

to being basically against the social balance factor and with the 
great distortions compounded by unimaginative or imprudently 
administered monetary policy. Evolution of money as effective 
means of promoting economic k an on equity basis has been 
grossly and deliberately misused through the monetary policy at 
work in almost all the countries. Money has become a 
manipulative force to reckon with, used with vengeance to rob 
the poor, hence enriching the rich in the process, due to 


persisting fail in the value of the instrument known as money. 


REVOLUTION 


Invention of wheel tossed up revolution in mo obilit y 
Similarly, invention of money injected revolution in Santon 
of goods and provision of services by removing the handicap of 
barter. Exchange and measurement of value, debt creation and 
settlement, storing of value etc., were facilitated by intervention 
of money as a yardstick and as a standard. Money promoted 
revolutionary forms of mass production, yielded economies of 
scale and created specialized markets for ali types of p 
and services. Market and deregulated economies have been, by 
and large, product of money. Big conglomerates and diversified 
business empires became feasible by pooling resources 

otherwise scattered widely. This was made possible through 
money. Money converted solid assets into liquid form, enabling 
instant change of ownership by paper notes, signifying such 


holdings in the forms of stocks ownership. 
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Revolution in economic life structures, followed by 
invention of money, has not remained restricted to products and 
services exchanged through the medium of money by measure of 
value facilitation. The revolution has extended to absorb money 
itself. Money has assumed many forms, beginning from currency 
notes to cheques, promissory notes, bonds, stocks, credit cards, 
and the like. Money markets have become humming places for 
internal and international business activities. The financial 
sector, absorbing business in all forms of money, has emerged 
as the strongest and the most volatile of all the other sectors of 


an economy and it is an apparatus integrating the global 


economy. The revolution by money has overtaken money itself 


~s 


by storm. Value fluctuations in currencies have become a 
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creating unsur untable intricacies for developing 
countries in particular, while selective developed economies 
would not escape its burnt either. The process of revolution by 
money ending its benevolence and bringing brunts instead has 
begun. Hence money has become the most wanted, yet the most 


dreaded instrument of the modern economy. Yet, as long as it 


remains acceptable as the medium for exchange of goods and 
services, besides measure and standard of value, it will continue 
o perform infinitely, with love ever rising to have it more and 


still more, that never to be lost. The lust ends but with 
exhaustion of energies. Here it will be in concert to remind, 
‘Revelry in worldly increase ( as identifiable by money/wealth 


possessed), distracts one, until he comes to the graves’. What 


dis 
next then? ‘Woe is unto every slandering traducer, who gathers. 


wealth (of this world as measurable by mo 
arranges it. He thinks that his wealth will render him immortal. 
Nay, but verily he will be flung to the consuming one. Nay, 
what will it convey unto him as, as what the consuming one is! 


(it is) the fire of Allah, kindled, which leaps up over the hearts 


columns’. Thus would fade out the great revolution of greed to 
tread and treachery it 
igh waves for its lust to possess a ‘fortune’. It is the 
transformed into a fire of the greatest fury, reducing the 
accumulator ultimately into ashes, blown up by the wild winds. 


What a wilderness in which the one with great love for money 


becoming lust, will finally find himself captive. Alas, it will be 
a case of absolutely a lost identity, by deep lust for money. 


DEVOLUTION / DILUTION 


ee of money, on emerging and expanding 
speculative indulgence, has created conditions to dilute. and 
devolve economic powers. Without the intervening activity of 
money through its unique liquidity character, dilution of 
economic power would not I have been rendered as easy and a 
as difficult or complicated as it is at present. Money has given 
all powers, perceptibly vested in the government, to its 
agencies, including central banks, finance ministry and other 
financial institutions. Democratic system of government 
survives and gathers strength, provided the monetary system is 
set on strong footing of equity and -justice to all and it functions 
to serve ends of the econémic justice and fairplay. Wider 
dispersal of economic benefits is facilitated by money while in 
its absence, it would not have been a certainty. Through money, 
measure of reducing economic disequilibrium in a society can 
securely take place. Money could be instrumental in judicious 
dilution of economic power usually vested in a few hands, which 


tend to dictate their terms in a society. 
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Devolution of power to the people, a pursuit of noble 
democratic dispensation, cannot be ushered in without diluting 
economic domain of a few in a society. Money can be used as a 
powerful weapon to undo economic inequality and distress. 
Money can serve as a means to steady switch over to a system 
warranted by objective conditions prevalent in a society at a 
given point in time. Money can give requisite flexibility of 
peaceful transition, rather than stormy abaa which could 

hp 


destroy the structure desired to be reformed. Provided used 


judiciously, the money weapon can prove a blessing. 


things for all walks of social life, through economic means. It is 
means that serves as lifeblood to all sorts of assets. Switch on 
and off in economic power has been facilitated by the means 


known as money. 


DEVALUATION 


In the recent past the economic management, shifting from 
national to international development, has created a new 
situation. Weak economies, to become ‘active and energetic 
have been provided with prescription of devaluation, that is, 
reducing exchange parity value in relation to currencies 

eme 


e 


acceptable for settlement of foreign trade accounts. Reduction 
in value is considered as a means of achi Ho exports aa 
and exercising import restraints. Allowed to function well, this 
is considered as a proper strategy to reduce adverse foreign 
trade balance and to inject efficiency in the use of ‘s scarce’ 
resources available. The prescription has yet to prove its 


enviable efficacy, for which it has been indiscriminately 


applied. 
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To begin with, the prescripti on of devaluation could cause 
severe hardships and tonite deprivations. The process becomes 
trouble creator instead of a troubie shooter in the short run. 
Adjustment to new environment becomes very difficult. It is a 
ng term, tedious path to tread in a bid to balancing foreign 


— 


trade and payments. 


Devaluation, in effect, happened to be a transfer of rich 
material resources to countries of strong currencies which have 
acquired foreign trade surplus po osition. This in real thrust 
makes poor poorer and rich richer. Countries stuck up with 
higher value of imports, due to cost push of their products of 
imports contrasted by low prices of their exports, cannot foresee 
when would they achieve foreign trade balanced and get surplus 


t is done, reti irement of the debts incurred in 


paid + 


position. Unless 


overcoming foreign trade deficit would not be possible. Their 
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pursuit has mostly been elusive when chased through mec 
of devaluation of their currencies. Recurring deficit in balance 


avyments is due to intricate debt trap woven around 
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developing economies by developed economies. The current 


great money game going on the global scale is contrived to keep 
ç 


At root of the international economic bondage is the money 
and its value erosion factor. The evil of devaluation has 
endangered millions of souls and bodies to deprivations. It is in- 
built in the system of fluctuation in value of currencies. The key 
role of money has been measure and standard of value, to 
facilitate its function as a medium of exchange. Therefore, 


money must not change its intrinsic value once determined, as 
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intrusive fluctuations create imbalance, both within and without. 
As change in value element of currency goes in favour of 
speculative, influential and economically strong forces within a 
country, so does it operate in the global circuit. Value change of 
money or currency is the potent imbalancing factor of socio- 


justice and it is the power possessed by dominant 


1 
J 


economic 
imperialistic forces. The brute political imperialism of pre 
world war II era has been replaced by economic imperialism 

s becoming deep rooted through currency value erosion 
being compelled. Its n. po 
beginning from developing countries and it is bound to spill 
over developed countries and consequently sweep away all of 
them together. Injustice, in any form, and at any place, 
last as it cannot have firm roots to survive. The hum: 
shall not forget the great lessons of history if they 
peace and progress. These can be achieved by economic equity, 
justice and fairplay. These virtues will flourish by keeping 


money value intact and not varying as the case has been. 
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QUANTITY vs QUALITY THEORY 


ONEY, CHOICE IS OURS! 


rueeze in aggregate su pi y/a vailability of money has become 
y y 
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an influential factor in determining, at a ee aie in time, the 
di 


supply carries a distinct influence. over the price P 


2 


etermined by precise equation of demand and 


E 


otherwise to be 
supply of goods and services, on keeping the value of money 
intact and not altering it by increase/decrease of. money itself. 
Money supply exercises indirect yet powerful influence on pric 
trend in an economy and does not leave the price feature alone, 
to be determined by direct forces of demand and supply. Money 
thus asserts an arbitrary or an artificial influence on the price 


mechanism. Great disorders, discords or distortions of the free 
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market economy, noticeable so often, are preponderantly 
attributable to the disruptive influence cast by money supply. 
Money has, as such, frequently become a tool of economic 


disruptions and distresses. 


How did money assume an eee role of influencing prices? It 
bears an interesting historical background. In capsule form it 


antity Theory of 


~ 


‘Qu 
Money’. This theory was in later stage, divided into two forms 
(1) ‘crude quantity theory of money and prices? and (2) 
‘sophisticated quantity theory of money’. The underlying role of 
both has been identical, despite certain degree of difference in 


thrust and efficiency, in applying measures of the quantity 


Crude quantity theory of money refers to measuring the 
relationship between quantity of money supply and supply of 
goods and services as prevalent at a given point of time in the 
past and seek application of its relationship in the present, with 


< 


reference to quantity of goods and money in supply. 


A reasonable use of it with requisite restraints is meant to 
achieve pre-specified economic targets in a relevant framework 
of money supply. By use of this tool, stresses of inflation, 
deflation and recession become me 
helpful in a clear identification of the presence of anyone at a 


given point in time. 


Sophisticated quantity theory of money recognizes the role 


and influence of velocity of money in determining aggregate 
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constant or subject to certain regular and predictable changes. 
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veral forces at work at a time. It then introduces a 
deceptive element of uncertainty as a reality, in the realm of 


socio-economic life. 


various products/services would be, besides aggregate supply of 
money, the degree of demand and supply of such products and 
classification of such products, as being component of 
necessity, comfort, luxury, etc. Likewise, short and long terms 
runup would also vary, as latter embraces due adjustments while 


the former could be subject to the prompt reflection of 


remain as constant factor. Both keep changing and have 
interacting influences as well. This renders uncertainty element 


more assertive. 


or 


The existence and efficiency of the quantity theory of money 
would depend on four factors. They are referred to as (1) the 
actual money supply, which in itself bears a fluctuating feature; 
2) velocity of money, which also is subject to several 
variables; (3) quantum of trade in value, not by quantum of 

f 


goods and services but by its change of hands in 


production of g 
trade: and (4) an average of prices by trade with changing 


hands. 


The quantity theory of money was effectively administered 
in the post world war II era and gave a shot in the arm of 
ravaged economies. It was considered that by providing more 
money, resources for production would be created and the 


wheels of economy would get moving apace, as warranted for 
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considerable degree from this ailment but not to the fullest 


stretch. 


The ‘monetarists’ or monetary-económist have yet to 
formulate a fair and sustainable package of the five listed 
features which wouid strike a fine balance in money supply 

ystem. Which factor should be used and to what extent, or in 
what proportion, combination and condition, which cou 
+. 


achieve the objectives well, has not been £ formulated firmly. 


Hunch or trials and errors, which have become lingering 
č 
a 


A credit policy, most of the times, is administered by 
assigning mandatory targets with liberalization to favourably 
disposed spheres. This adversely affects some weaker sectors of 
the economy. Such sectors, though, would possess great 
potential for growth and could extend immense support in 
policy has often been misused. 
The concessional credits, not flo wing in totality to the target 
sectors, flow to influential vested interests. This causes 
destabilization. With lack of strength in monitoring and no 


means to set right the wrong quickly, destabilization becomes a 


flurry. 


‘nfluences money supply. A relaxed 


pest o 


Credit-deposit ratio also 
‘a 


r reduced ratio would increase money supply and vice versa. 


Rigidity in it has often been a cause for concern to the 


was. 


commercial banks, as their efforts to mo obilize more deposits and 


be able to lend more in choice areas would find frustration. 
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stuck up in maintaining the prescribed high reserves! It is to be 

noted that central banks have been empowered by law to evolve 

and administer sound monetary policy and pursuits. But usually 

through greed and temptations of the governments these have 

been reduced in developing countries as profit Coe 

institutions to the state, instead of purely performing the grea 
pi 


task of regulating monetary system and keeping it on even keel. 


Cash reserve ratio is the easiest ploy with the central bank to 
amass or dilute resources with it. This ratio serves as a powerful 


instrument to make or mar the system, rendering it easy to 


my 


disturb. Its sparing use is, therefore, inevitable which cannot be 


assured in developing economies, characterized by recurring and 
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often increasing budgetar en 
to overcome it by the ee form of borrowings from the 
banks. Several bankers, with imagination and innovative 
approach, would attempt circumventing of such requirement. It 

will be possible to a limited extent. Involvement in this would 
be to avoid penalties arising form shortfall of requisite ratio 
Qa M RK en š š re r o sot = 
Saving would be an earning. To earn more, one learns quicker 
and for the banks, money shops as they practically happen to be, 
such tricks are seen at hand. Rigorous reserves requirement, 


particularly of the high rate, compels banks to resort to beyond 
O 


Rediscounting policy is used, in developing countries, as a 


4 


ploy of earning by the privileged banking subsector, rarely by 
the central bank, on perfor 


ming the role of proverbial 
the last resort’. It is sparingly used as an instrument o 


f 
economic development but implicitly serves as a source of 


bP 
earning by the banks with big resources and discount houses. 


$ 


Replenishment of resources on discount to the primary lending 


institutions, though these may hold adequate resources, as 
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Devolution of power to the people, a pursuit of noble 
democratic dispensation, cannot be ushered in without diluting 
economic domain of a few in a society. Money can be used as a 
powerful weapon to undo economic inequality and distress. 
Money can serve as a means to steady switch over to a system 
warranted by objective conditions prevalent in a society at a 
given point in time. Money can give requisite flexibility of 
peaceful transition, rather than stormy abaa which could 

hp 


destroy the structure desired to be reformed. Provided used 


judiciously, the money weapon can prove a blessing. 


things for all walks of social life, through economic means. It is 
means that serves as lifeblood to all sorts of assets. Switch on 
and off in economic power has been facilitated by the means 


known as money. 


DEVALUATION 


In the recent past the economic management, shifting from 
national to international development, has created a new 
situation. Weak economies, to become ‘active and energetic 
have been provided with prescription of devaluation, that is, 
reducing exchange parity value in relation to currencies 

eme 


e 


acceptable for settlement of foreign trade accounts. Reduction 
in value is considered as a means of achi Ho exports aa 
and exercising import restraints. Allowed to function well, this 
is considered as a proper strategy to reduce adverse foreign 
trade balance and to inject efficiency in the use of ‘s scarce’ 
resources available. The prescription has yet to prove its 


enviable efficacy, for which it has been indiscriminately 


applied. 
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intrusive fluctuations create imbalance, both within and without. 
As change in value element of currency goes in favour of 
speculative, influential and economically strong forces within a 
country, so does it operate in the global circuit. Value change of 
money or currency is the potent imbalancing factor of socio- 


justice and it is the power possessed by dominant 


1 
J 


economic 
imperialistic forces. The brute political imperialism of pre 
world war II era has been replaced by economic imperialism 

s becoming deep rooted through currency value erosion 
being compelled. Its n. po 
beginning from developing countries and it is bound to spill 
over developed countries and consequently sweep away all of 
them together. Injustice, in any form, and at any place, 
last as it cannot have firm roots to survive. The hum: 
shall not forget the great lessons of history if they 
peace and progress. These can be achieved by economic equity, 
justice and fairplay. These virtues will flourish by keeping 


money value intact and not varying as the case has been. 
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Free trade and free price pursuit on a global scale, as 
underway through the World Trade Organization which emerged 
with advent of 1995 from the ruins, not ashes of the General 
Agreement on Trade and Tariffs, is bound to further relax, to 
the worst extent of completely erasing the influence of the 
quantity theory of money in an economy. A few economically 

es, with their currencies acceptable in settlement 
of country to country trade accounts, by manipulating their 
aggregate money supply and altering the value of their currency, 
ould dramatically change the course of resources flow. This 
will be to grind their own axe, to make gains for them. It has 
compounded the complications in evolving economic 


equilibrium through global trade liberalism. 


How could undue restrictions on global trade trends be 
eliminated? This has been a moot point since 1960’s of the 20" 
century. The setting up of General Agreement on Trade and 
Tariff (GATT) as an aftermath of the Second World War 
provided a forum for (a) regular exchange of views meant to 
reduce barriers to the international trade flows and (b) each 
member agreeing to adopt commonly agreed trade practices, 


provided they did not get into direct conflict with a nation’s 


ne 


core legislative bindin The institution of World Trade 
Organization, which has pas GATT, is made more forceful 


in advocating and introducing the means to achieve the given 


objectives. The WTO has primarily addressed to reduction of 
import tariffs, means to energize global trade, ‘to the greater 
advantage of the greater number of people and nations’. Will 
that come around and without discipline to the currency 
- valuation factor? No, it cannot achieve th 


would further distort the prevalent scenario. 


78 Equitable Monetary System and Structure 


accounts. Supply of such currency should be managed by a 
responsible institution, governed by prescribed norms. Creation 
of more money, within a country economy, which would cause 
complications, cannot be allowed to be the ‘World Currency’ 

be created and managed by any other new institution to be set 
up for this purpose. May be the new setup can be named as the 
World Trade Bank and have its own cur ncy in settiement of 


country-to-count ry trade accounts. 


Pi 


QUALITY THEORY OF MONEY 


The quantity theory of money was found fruitful in 
application to the war shattered economies. U 


extension given to it has conversely been found upsetting the 


oD 

oy 

© 
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apple cart, “Gs span of dev 


g countries. Injecting of 
more and more money has jolted the real economy of. these 
countries by overwhelming domination of the political economy. 
The quantity theory of money has not been applied with 
requisite restraint and legitimate preconditions. it has been 
made a one way traffic, of incessantly increasing resort to 


aggregate money supply 


< 


The disaster spreading on a wide spectrum by the 


unrestricted or unqualified quantity of money, the time and the 


situation demanded evolution of the ‘Quality Theory of Money’. 
What could it be? What would it be? The quality theory of 
money would prescribe functions of money rigidly restricted to 


its invention objectives and prevent arbitrary or artificial 


a 
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gives spurt to creation of fraudulent money supply, including 
injection of more currency notes and liberal resort by 
government to borrowings from public for its unproductive 
spendings. This becomes an overriding feature and moves ahead 
`of the aggregate production of goods and provision of services. 
Price inflation is the product of such an insane supply of money. 
It is indulged to meet political objectives of a sitting lame duck 
government. This treacherous i puis the quality theory of 
money in a place of priority, so as to prevent the known 


mischief culminating by expansive money aggregates. 


The quantity theory of money, used usually in an indiscreet 
form in developing countries and discriminatingly in developed 


countries, has distinctly been the single directional one way 
traffic of increasing the currency and money supply aggregates. 
This has been instrumental in fanning inflation. As ‘inflation 
emerges in the first step in mild form, later it gathers a 
momentum to the extent of ‘galloping’ character. It has been 
recognized as an invisible form of tax on the poor sections of 


the society who bear the brunt of indiscreet government 
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a 


spending, corrupt practices, and accompanying multiple socia 
evils. This invisible mode o n 


or 
anons of taxation evolved by economists 
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quantilative increase in money is resorted to, it becomes a 
recurring feature, knowing no limit in its magnitude. It compels 
reduction in value of a currency in exchange parity. The 
epidemic of robbing the poor instantly extends to the global 


network through vested interests in foreign trade promotion! 


tae 
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has travelled beyond the political borders of each country and 
stormed the wider spectrum of economic horizons, which do not 
know barriers of borders. Such borders stand smashed and 
broken. A few currencies, dominantly the US dollar, euro have 
become acceptable in settlement of trade accounts among the 


ountries. The value deterioration of dollar, subject to more 


e. 


ra 


quantitative supply, as injected by the US in self-interest, has 
been causing unsurmountable hardships to developing countries 
Their economies are besieged by distortions which are not self- 
created but by external influence, for which they have no 
remedy. Globalisation of quantity t 


use of money as a tool of crude and brute exploits of the 


evolution, endorsement and application in internal and 
international spectrum. This would help to control distortions. It 
can be facilitated promptly provided each country pursues the 


system vigorously. As it begins on individual level, its 


op 
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ect would early transform the ideal into an ac 


as, 


combined eff 


good for all. 


Money has increasingly been used in developing economies 
as a means to meet budgetary deficits. Its excessive use in 

akistan has been to fill revenue gap and additional budgetary 
expenditure, as much as 30 percent of the budgetary resources! 
Similar, or a bit better or worse, would be the situation in other 
developing economies. Monetary assets have been conside rably 
in the upbeat, as can be gauged from inflationary tendencies 
flamed by liberalism in expansion of moneys, that is monetary 


assets 
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currencies acceptable in settlement of foreign trade account, 
latter always being in deficit. As a result, balance of payments 


position persisted to be poised adversely. 


CAUSATIVE FACTORS FOR CHANGES 
IN MONETARY ASSETS 


Fiscal Credit to Credit to Net Net Change in 
bans aggregate 
year private public ee foreign monetary 
domestic 
sector sector credit assets assets 

1987-88 21,923 19,628 32,690 (3,199) 29,321 
1988-89 17,999 19,592 28,630 (7,120) 12,294 
1989-90 22,994 26,908 53,160 (2,366) 35,583 
1990-9] 21,110 27,438 53,680 5,712 59,392 
1991-92 30,132 68,991 95,946 8979 104,923 
1992-93 56,640 75,002 123,834 (34,013) 89 821 
1993-94 40,716 28,266 74,599 33,409 108,008 
1994-95 66,326 53,087 94,380 26,957 121,337 
1995-96 65,541 68,527 152,942 (38,998) 113,944 
1996-97 62,689 78,976 175,815 (33,289) 114,555 
1997-98 94,738 56,722 166,983 (13,897) 153,086 
1998-99 105,796 (45,954) 44 698 29,528 74,226 
1999-00 23,101 78,049 118,711 1,375 120,086 
2000-01 91,040 (26,172) 44,562 21,565 68,327 
{upto 
March) 


Source: Economic Survey 2000-2001 


Budgetary deficit financing, emerging so often, has been one 
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by playing su ting economic activities. 


Budgetary support measures did not have such a functional 


feature casting desirable salutary influence. Another 


e 
nstrumental in growth of monetary assets has been inflow of 


bard a 
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Within the total domestic credit expansions, while several 
components and share of each in it can be identified, the 
budgetary support component remains a dominant factor. This 
becomes vividly evident as a component of the net credit to the 
government sector, exclusive of credit to the public sector 
enterprises, counterpart fund and other items-net. Relevant 
figures of net support to the government for meeting the budget 


deficit are furnished in the table given on the preceding pa 


GROWTH IN GNP AND MONETARY ASSETS IN PAKISTAN 


(Rs in Million) 


Fiscal GNP at Growth Total Growth Inflation 
Year constant rate of monetary rate of rate by 
factor GNP assets monetary GNP 
Rs % Rs assets % deflator% 
1987-88 402,516 3.56 269,514 12.29 8.73 
1988-89 418,881 4.06 290,457 JT t T 
1989-90 439,647 4.95 341,251 17.49 12.54 
1990-91 455,462 3.59 400,644 17.40 13.81 
' 1991-92 485,362 6.56 505,569 26.19 19.63 
1992-93 495,059 2.00 595,390 17.78 FS. 79 
1993-94 514,954 3.99 703,399 18.1 14.15 
1994-95 544,559 5.78 824,733 | 7:25 11.47 
1995-96 575,224 5.63 ' 938,680 13.82 8.19 
1996-97 583,829 1.50 1,053,234 12220 10.70 
1997-98 594,554 4.17 1,206,320 14.53 10.36 
1998-99 620,031 4.29 1,280,547 6.15 1.86 
1999-00 641,685 3.49 1,400,632 03.7 5.88 
2000-01 657,044 Boe, 1,468,959 4.87 2.48 
(Provisional) 


Source: Economic Survey 2000- 2001 
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economies, as vividly emerge from the statistical information 
provided. Then, the process of remedy, albeit,. lies in 
eliminating such reliance of restricting it to a rationale, by 
moulding purposeful fiscal and monetary policies and on 
removing their respective imbalances. The core issue is to 
preserve the value of a currency intact, secular in spirit and to 
act in a manner that production costs and prices of goods and 
generation of services are not influenced by the quantity, that 
is, volume factor of money aggregates. The application of 
quantity theory of money, precisely in terms of its expansion, 
has been fruitfully applicable to con nditions like war, causing 


undue diversion of resources and inflicting ravages to the 
cy 


economy. The concept of quantity theory of mon has been 


= 
oa 
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aimed precisely at restructure, revamp and revitalizatio 
economy from ravages by injecting resources in the form of 
more money. The theory then bears significance and success in 
practice in abnormal situations, being strictly useful for a short 
stint. It cannot ensure a happy outcome in normal conditions and 
by long run perpetuation. The latter scenario would sustain 
progress by adopting the quality theory of money. The intrinsic 
value element of money need not fluctuate by mere injecting 


variance in the quantum aggregates s of money. 


Stability in currency value is a core factor to give economics. 
due dynamism it inherits by the principles of gro owth and 
development evolved through experimentation of concepts and 
refining them through assessment of results. Discounting stable 
currency value has been the root cause of economic turmoil as 


seen vividly in developing economie es, which despite their 


persistent prudent strategies have not been able to overcome tne 
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Taxes alone have not always fully met the consistently 
growing expenditures. This would entail governments resorting 
to borrowings, both in direct and indirect forms. Direct form of 
borrowing refers to issuing debt instruments, carrying specified 
period of maturity plus premium, call the latter interest, mark- 
up or profit. Practically these are synonymous. Indirect form of 
borrowing refers to issue of currency by the state beyond the 


equitable level. This is popularly known as deficit financing. 


Taxes and borrowings are both in money form and in money 


denominator. This makes fiscal and monetary policies and 
practices as inter-dependent elements, both aiming at achieving 
identical ends. These are primarily meant for providing 
resources to the state to meet its spendings, current or 


unproductive and developmental or productive. 


The principal activities of the state, for which it incurs 


xpenditure, relate to: (1) security, internal as well as external; 


c 


Y 


(2) population welfare, by provision of the public utilities, 
organizing means of transport and communication, arranging for 


educational and health facilities; and (3) meet the growing 
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Bases of taxation for raising resources by the government 
have been well defined in economics. Abiding by the prescribed 
principles has mostly been hung in balance, particularly in 
developing economies. Equity, fairdeal and ability to pay taxes 
have been traded against emerging exigencies and subordinated 
to extortion tendency. Regulatory effect of taxes has also been 
dumped against revenues producing pursuits. Regulatory pursuit 


has been reduced to redundancy. As more and more taxation 
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temptations and act for soft options in filling the budgetary 


gaps. This trend is fairly manifest in the preceding table. 


While dependence is placed liberally on borrowing-cum- 
fresh currency injection, so as to meet budgetary deficit, it is 
generally overlooked that the system would create a whirlwind, 
as the process simply increases indebtedness and consequently 
debt servicing. As borrowed finance is used to meet deficit, the 
former does not become productive enough to generate surplus, 
which would take care of debts and their servicing payment 


without creatin 
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Once the debts are contracted to meet the budget deficit, it 
becomes a trap and the victim will never be able to get out of 
the fix. As the system persists and prolongs, the currency of 
debt-trapped country continues to erode in exchange. parity. 


Since budgetary deficit is a catalyst to create foreign trade 


oe 


deficit and vice versa, these compel the affected nations to 
compromise on increasing resource outflow which turns massive 
with the passage of time. Then, to get out of such a 
strangulating rope becomes proverbially second to impossible. 
There would not be a let up in increasing indebtedness, debt 


servicing, budgetary and foreign trade deficits and as a 


corollary to it, such a society would c nue to suffer poverty 
with increasing intensity, instead of getting out of its chains. 
¥ 


In order to avoid such a situation takes shape, holds controi 


and rules ruthlessly by escalated exploitation, it is imperative to 
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etary hole by borrowings. 


shun temptation of filling the bud 


The instrument of taxation should 
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potent means to overcome budgetary gap. No relaxation need be 


for 


sought to get the deficit filled by borrowings. 
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stuck up in maintaining the prescribed high reserves! It is to be 

noted that central banks have been empowered by law to evolve 

and administer sound monetary policy and pursuits. But usually 

through greed and temptations of the governments these have 

been reduced in developing countries as profit Coe 

institutions to the state, instead of purely performing the grea 
pi 


task of regulating monetary system and keeping it on even keel. 


Cash reserve ratio is the easiest ploy with the central bank to 
amass or dilute resources with it. This ratio serves as a powerful 


instrument to make or mar the system, rendering it easy to 


my 


disturb. Its sparing use is, therefore, inevitable which cannot be 


assured in developing economies, characterized by recurring and 
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often increasing budgetar en 
to overcome it by the ee form of borrowings from the 
banks. Several bankers, with imagination and innovative 
approach, would attempt circumventing of such requirement. It 

will be possible to a limited extent. Involvement in this would 
be to avoid penalties arising form shortfall of requisite ratio 
Qa M RK en š š re r o sot = 
Saving would be an earning. To earn more, one learns quicker 
and for the banks, money shops as they practically happen to be, 
such tricks are seen at hand. Rigorous reserves requirement, 


particularly of the high rate, compels banks to resort to beyond 
O 


Rediscounting policy is used, in developing countries, as a 


4 


ploy of earning by the privileged banking subsector, rarely by 
the central bank, on perfor 


ming the role of proverbial 
the last resort’. It is sparingly used as an instrument o 


f 
economic development but implicitly serves as a source of 


bP 
earning by the banks with big resources and discount houses. 
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Replenishment of resources on discount to the primary lending 


institutions, though these may hold adequate resources, as 
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Devolution of power to the people, a pursuit of noble 
democratic dispensation, cannot be ushered in without diluting 
economic domain of a few in a society. Money can be used as a 
powerful weapon to undo economic inequality and distress. 
Money can serve as a means to steady switch over to a system 
warranted by objective conditions prevalent in a society at a 
given point in time. Money can give requisite flexibility of 
peaceful transition, rather than stormy abaa which could 

hp 


destroy the structure desired to be reformed. Provided used 


judiciously, the money weapon can prove a blessing. 


things for all walks of social life, through economic means. It is 
means that serves as lifeblood to all sorts of assets. Switch on 
and off in economic power has been facilitated by the means 


known as money. 


DEVALUATION 


In the recent past the economic management, shifting from 
national to international development, has created a new 
situation. Weak economies, to become ‘active and energetic 
have been provided with prescription of devaluation, that is, 
reducing exchange parity value in relation to currencies 

eme 
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acceptable for settlement of foreign trade accounts. Reduction 
in value is considered as a means of achi Ho exports aa 
and exercising import restraints. Allowed to function well, this 
is considered as a proper strategy to reduce adverse foreign 
trade balance and to inject efficiency in the use of ‘s scarce’ 
resources available. The prescription has yet to prove its 


enviable efficacy, for which it has been indiscriminately 


applied. 
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intrusive fluctuations create imbalance, both within and without. 
As change in value element of currency goes in favour of 
speculative, influential and economically strong forces within a 
country, so does it operate in the global circuit. Value change of 
money or currency is the potent imbalancing factor of socio- 


justice and it is the power possessed by dominant 


1 
J 


economic 
imperialistic forces. The brute political imperialism of pre 
world war II era has been replaced by economic imperialism 

s becoming deep rooted through currency value erosion 
being compelled. Its n. po 
beginning from developing countries and it is bound to spill 
over developed countries and consequently sweep away all of 
them together. Injustice, in any form, and at any place, 
last as it cannot have firm roots to survive. The hum: 
shall not forget the great lessons of history if they 
peace and progress. These can be achieved by economic equity, 
justice and fairplay. These virtues will flourish by keeping 


money value intact and not varying as the case has been. 
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Free trade and free price pursuit on a global scale, as 
underway through the World Trade Organization which emerged 
with advent of 1995 from the ruins, not ashes of the General 
Agreement on Trade and Tariffs, is bound to further relax, to 
the worst extent of completely erasing the influence of the 
quantity theory of money in an economy. A few economically 

es, with their currencies acceptable in settlement 
of country to country trade accounts, by manipulating their 
aggregate money supply and altering the value of their currency, 
ould dramatically change the course of resources flow. This 
will be to grind their own axe, to make gains for them. It has 
compounded the complications in evolving economic 


equilibrium through global trade liberalism. 


How could undue restrictions on global trade trends be 
eliminated? This has been a moot point since 1960’s of the 20" 
century. The setting up of General Agreement on Trade and 
Tariff (GATT) as an aftermath of the Second World War 
provided a forum for (a) regular exchange of views meant to 
reduce barriers to the international trade flows and (b) each 
member agreeing to adopt commonly agreed trade practices, 


provided they did not get into direct conflict with a nation’s 


ne 


core legislative bindin The institution of World Trade 
Organization, which has pas GATT, is made more forceful 


in advocating and introducing the means to achieve the given 


objectives. The WTO has primarily addressed to reduction of 
import tariffs, means to energize global trade, ‘to the greater 
advantage of the greater number of people and nations’. Will 
that come around and without discipline to the currency 
- valuation factor? No, it cannot achieve th 


would further distort the prevalent scenario. 
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accounts. Supply of such currency should be managed by a 
responsible institution, governed by prescribed norms. Creation 
of more money, within a country economy, which would cause 
complications, cannot be allowed to be the ‘World Currency’ 

be created and managed by any other new institution to be set 
up for this purpose. May be the new setup can be named as the 
World Trade Bank and have its own cur ncy in settiement of 


country-to-count ry trade accounts. 


Pi 


QUALITY THEORY OF MONEY 


The quantity theory of money was found fruitful in 
application to the war shattered economies. U 


extension given to it has conversely been found upsetting the 


oD 

oy 

© 
me i 


apple cart, “Gs span of dev 


g countries. Injecting of 
more and more money has jolted the real economy of. these 
countries by overwhelming domination of the political economy. 
The quantity theory of money has not been applied with 
requisite restraint and legitimate preconditions. it has been 
made a one way traffic, of incessantly increasing resort to 


aggregate money supply 


< 


The disaster spreading on a wide spectrum by the 


unrestricted or unqualified quantity of money, the time and the 


situation demanded evolution of the ‘Quality Theory of Money’. 
What could it be? What would it be? The quality theory of 
money would prescribe functions of money rigidly restricted to 


its invention objectives and prevent arbitrary or artificial 


a 
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gives spurt to creation of fraudulent money supply, including 
injection of more currency notes and liberal resort by 
government to borrowings from public for its unproductive 
spendings. This becomes an overriding feature and moves ahead 
`of the aggregate production of goods and provision of services. 
Price inflation is the product of such an insane supply of money. 
It is indulged to meet political objectives of a sitting lame duck 
government. This treacherous i puis the quality theory of 
money in a place of priority, so as to prevent the known 


mischief culminating by expansive money aggregates. 


The quantity theory of money, used usually in an indiscreet 
form in developing countries and discriminatingly in developed 


countries, has distinctly been the single directional one way 
traffic of increasing the currency and money supply aggregates. 
This has been instrumental in fanning inflation. As ‘inflation 
emerges in the first step in mild form, later it gathers a 
momentum to the extent of ‘galloping’ character. It has been 
recognized as an invisible form of tax on the poor sections of 


the society who bear the brunt of indiscreet government 


> 


a 


spending, corrupt practices, and accompanying multiple socia 
evils. This invisible mode o n 


or 
anons of taxation evolved by economists 
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quantilative increase in money is resorted to, it becomes a 
recurring feature, knowing no limit in its magnitude. It compels 
reduction in value of a currency in exchange parity. The 
epidemic of robbing the poor instantly extends to the global 


network through vested interests in foreign trade promotion! 


tae 
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has travelled beyond the political borders of each country and 
stormed the wider spectrum of economic horizons, which do not 
know barriers of borders. Such borders stand smashed and 
broken. A few currencies, dominantly the US dollar, euro have 
become acceptable in settlement of trade accounts among the 


ountries. The value deterioration of dollar, subject to more 


e. 


ra 


quantitative supply, as injected by the US in self-interest, has 
been causing unsurmountable hardships to developing countries 
Their economies are besieged by distortions which are not self- 
created but by external influence, for which they have no 
remedy. Globalisation of quantity t 


use of money as a tool of crude and brute exploits of the 


evolution, endorsement and application in internal and 
international spectrum. This would help to control distortions. It 
can be facilitated promptly provided each country pursues the 


system vigorously. As it begins on individual level, its 


op 
O 
bey 


ect would early transform the ideal into an ac 


as, 


combined eff 


good for all. 


Money has increasingly been used in developing economies 
as a means to meet budgetary deficits. Its excessive use in 

akistan has been to fill revenue gap and additional budgetary 
expenditure, as much as 30 percent of the budgetary resources! 
Similar, or a bit better or worse, would be the situation in other 
developing economies. Monetary assets have been conside rably 
in the upbeat, as can be gauged from inflationary tendencies 
flamed by liberalism in expansion of moneys, that is monetary 


assets 
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currencies acceptable in settlement of foreign trade account, 
latter always being in deficit. As a result, balance of payments 


position persisted to be poised adversely. 


CAUSATIVE FACTORS FOR CHANGES 
IN MONETARY ASSETS 


Fiscal Credit to Credit to Net Net Change in 
bans aggregate 
year private public ee foreign monetary 
domestic 
sector sector credit assets assets 

1987-88 21,923 19,628 32,690 (3,199) 29,321 
1988-89 17,999 19,592 28,630 (7,120) 12,294 
1989-90 22,994 26,908 53,160 (2,366) 35,583 
1990-9] 21,110 27,438 53,680 5,712 59,392 
1991-92 30,132 68,991 95,946 8979 104,923 
1992-93 56,640 75,002 123,834 (34,013) 89 821 
1993-94 40,716 28,266 74,599 33,409 108,008 
1994-95 66,326 53,087 94,380 26,957 121,337 
1995-96 65,541 68,527 152,942 (38,998) 113,944 
1996-97 62,689 78,976 175,815 (33,289) 114,555 
1997-98 94,738 56,722 166,983 (13,897) 153,086 
1998-99 105,796 (45,954) 44 698 29,528 74,226 
1999-00 23,101 78,049 118,711 1,375 120,086 
2000-01 91,040 (26,172) 44,562 21,565 68,327 
{upto 
March) 


Source: Economic Survey 2000-2001 


Budgetary deficit financing, emerging so often, has been one 
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by playing su ting economic activities. 


Budgetary support measures did not have such a functional 


feature casting desirable salutary influence. Another 


e 
nstrumental in growth of monetary assets has been inflow of 


bard a 
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Within the total domestic credit expansions, while several 
components and share of each in it can be identified, the 
budgetary support component remains a dominant factor. This 
becomes vividly evident as a component of the net credit to the 
government sector, exclusive of credit to the public sector 
enterprises, counterpart fund and other items-net. Relevant 
figures of net support to the government for meeting the budget 


deficit are furnished in the table given on the preceding pa 


GROWTH IN GNP AND MONETARY ASSETS IN PAKISTAN 


(Rs in Million) 


Fiscal GNP at Growth Total Growth Inflation 
Year constant rate of monetary rate of rate by 
factor GNP assets monetary GNP 
Rs % Rs assets % deflator% 
1987-88 402,516 3.56 269,514 12.29 8.73 
1988-89 418,881 4.06 290,457 JT t T 
1989-90 439,647 4.95 341,251 17.49 12.54 
1990-91 455,462 3.59 400,644 17.40 13.81 
' 1991-92 485,362 6.56 505,569 26.19 19.63 
1992-93 495,059 2.00 595,390 17.78 FS. 79 
1993-94 514,954 3.99 703,399 18.1 14.15 
1994-95 544,559 5.78 824,733 | 7:25 11.47 
1995-96 575,224 5.63 ' 938,680 13.82 8.19 
1996-97 583,829 1.50 1,053,234 12220 10.70 
1997-98 594,554 4.17 1,206,320 14.53 10.36 
1998-99 620,031 4.29 1,280,547 6.15 1.86 
1999-00 641,685 3.49 1,400,632 03.7 5.88 
2000-01 657,044 Boe, 1,468,959 4.87 2.48 
(Provisional) 


Source: Economic Survey 2000- 2001 
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Taxes alone have not always fully met the consistently 
growing expenditures. This would entail governments resorting 
to borrowings, both in direct and indirect forms. Direct form of 
borrowing refers to issuing debt instruments, carrying specified 
period of maturity plus premium, call the latter interest, mark- 
up or profit. Practically these are synonymous. Indirect form of 
borrowing refers to issue of currency by the state beyond the 


equitable level. This is popularly known as deficit financing. 


Taxes and borrowings are both in money form and in money 


denominator. This makes fiscal and monetary policies and 
practices as inter-dependent elements, both aiming at achieving 
identical ends. These are primarily meant for providing 
resources to the state to meet its spendings, current or 


unproductive and developmental or productive. 


The principal activities of the state, for which it incurs 


xpenditure, relate to: (1) security, internal as well as external; 


c 


Y 


(2) population welfare, by provision of the public utilities, 
organizing means of transport and communication, arranging for 


educational and health facilities; and (3) meet the growing 
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Bases of taxation for raising resources by the government 
have been well defined in economics. Abiding by the prescribed 
principles has mostly been hung in balance, particularly in 
developing economies. Equity, fairdeal and ability to pay taxes 
have been traded against emerging exigencies and subordinated 
to extortion tendency. Regulatory effect of taxes has also been 
dumped against revenues producing pursuits. Regulatory pursuit 


has been reduced to redundancy. As more and more taxation 
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public welfare. It would also offer and higher employment. In 
its limited role, quantity concept of money gave substantive 
economic gains by creating more production facilities and 
accelerating production. Keeping mild inflation in effect was 
recognized as engine of growth. But this discipline could not be 
upheld for all time to come. It was found a prescription for 
certain ailment, that | is, rebuilding of infrastructure and 
production facilities, after their ravages due to long drawn 


world war II. 


to energize economic activity by re 
attempt at logjam of some wheels to prevent rec 
emerging from excess flow of goods and services. The quantity 
theory of money has not been used as effectively in prevention 
of recession as in creation of inflation, even hyper inflation not 
ruled out of its imprudent relax! Practically, the quantity theory 
of money has followed one way traffic route relating to creating 


a 


more money, which has led commonly to growth of inflation. 


The quantity theory of money has not been found working to 


squeeze or contract money supply aggregates. 


Money _ mechanism could confer blessing by a 
judicious blend/mix and prove a bitter recipe by inappropriate 
application. A sensible approach would bring desired steady 
transformation: (a) steady prices, combined with steady rise in 
real income levels, commensurating with correspondening 
higher ail of goods and services; (b) steady rise in 
prices, with money income rising relatively faster with adequate 


production rollout; (c) prices receding slowly, money income 
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remaining constant and pr 
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However, due to the market economy predominance over the 
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vulnerable subsectors falling early victim to the virus it would 
create 


ecipe of consistent oversupply of aggregate money would cause 
frustration, due to (a) fluctuating prices, with decline in real 


income level as combined with 
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he quantity theory of money has practically lost its 
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omination of political exigencies whic 

have been directly affecting the ecomomic sphere adversely. As 
a tule, whether it is a developed or a developing economy, 
money supply has been followed with less restraint to 
observable norms. Money supply has been on the increase, more 
than corresponding with production and supply of goods and 
services, particularly in developing countries. This has created 
an almost global monetary inflation and exceptions to this trend 


have been few and isolated. 
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Free trade and free price pursuit on a global scale, as 
underway through the World Trade Organization which emerged 
with advent of 1995 from the ruins, not ashes of the General 
Agreement on Trade and Tariffs, is bound to further relax, to 
the worst extent of completely erasing the influence of the 
quantity theory of money in an economy. A few economically 

es, with their currencies acceptable in settlement 
of country to country trade accounts, by manipulating their 
aggregate money supply and altering the value of their currency, 
ould dramatically change the course of resources flow. This 
will be to grind their own axe, to make gains for them. It has 
compounded the complications in evolving economic 


equilibrium through global trade liberalism. 


How could undue restrictions on global trade trends be 
eliminated? This has been a moot point since 1960’s of the 20" 
century. The setting up of General Agreement on Trade and 
Tariff (GATT) as an aftermath of the Second World War 
provided a forum for (a) regular exchange of views meant to 
reduce barriers to the international trade flows and (b) each 
member agreeing to adopt commonly agreed trade practices, 


provided they did not get into direct conflict with a nation’s 


ne 


core legislative bindin The institution of World Trade 
Organization, which has pas GATT, is made more forceful 


in advocating and introducing the means to achieve the given 


objectives. The WTO has primarily addressed to reduction of 
import tariffs, means to energize global trade, ‘to the greater 
advantage of the greater number of people and nations’. Will 
that come around and without discipline to the currency 
- valuation factor? No, it cannot achieve th 


would further distort the prevalent scenario. 
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Free global trade through 
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esupposes stable 
value for currencies acceptable in settlement of country-to- 
country trade accounts. More precisely, it would refer to a 
single currency for each country’s acceptance, an extension of 
inter-country single currency principle. As some institutional 
structure is a prerequisite to settlement within the country trade 
accounts, so it is necessary to have a single currency with stable 


value factor for settlement of foreign trade and balance of 


In order to provide impetus to international trade through 
the GATT, the supporting financial institutional structure was 
created in the name of the World Bank. In 1946 emerged the 
International Monetary Fund, as a cata lyst force. The IMF was 
assigned the role of (a) promoting international monetary 


cooperation, (b) facilitation of expansion in international trade, 


(c) promote/support exchange stability and (d) assist in 


fa multilateral system of payments. Despite the 
assertive role of the World Bank and the IMF in spheres of their 
assignments, results have not been fo the satisfaction of all the 
nations. The policy prescriptions of the W orld Bank and the IMF 
have created greater disequilibrium and consequently growing 
distortion and resultant widespread dissatisfaction in developing 


countries. 


Free trade and free price on global level, as have been 
visualized, underscore priority need of an organizational 
structure with single currency of stable value in Retort of 
foreign trade and balance of payment accounts. International 
Monetary Fund, apart from Special Drawing Rights, may be 
assigned the role of creating a currency which could be used in 


settlement of the country-to-country trade and investment 
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accounts. Supply of such currency should be managed by a 
responsible institution, governed by prescribed norms. Creation 
of more money, within a country economy, which would cause 
complications, cannot be allowed to be the ‘World Currency’ 

be created and managed by any other new institution to be set 
up for this purpose. May be the new setup can be named as the 
World Trade Bank and have its own cur ncy in settiement of 


country-to-count ry trade accounts. 


Pi 


QUALITY THEORY OF MONEY 


The quantity theory of money was found fruitful in 
application to the war shattered economies. U 


extension given to it has conversely been found upsetting the 
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g countries. Injecting of 
more and more money has jolted the real economy of. these 
countries by overwhelming domination of the political economy. 
The quantity theory of money has not been applied with 
requisite restraint and legitimate preconditions. it has been 
made a one way traffic, of incessantly increasing resort to 


aggregate money supply 


< 


The disaster spreading on a wide spectrum by the 


unrestricted or unqualified quantity of money, the time and the 


situation demanded evolution of the ‘Quality Theory of Money’. 
What could it be? What would it be? The quality theory of 
money would prescribe functions of money rigidly restricted to 


its invention objectives and prevent arbitrary or artificial 
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services. Money by its own quantity factor would not then much 


¿influence the market price of goods and services. Let market 


absurd 
The quantity theory of money needs to be restricted for its 


have disconnected appropriate linkage to quantity theory of 


money, overambitious politicians have indulged in immense 
exploitation of the masses by creating and pumping more money 


This trend has inflicted disruptions and triggered distortions 
of perilous proportions. It is imperative to get the monetary 
conomy divorced from the old tune of quantity and get it 
wedlocked with the quality theory of money. Then the law of 
comparative advantage would become operative with optimum 
efficiency. Then the free trade and the free price regime would 


proceed well and lead to prosperity. 
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The primary source of resources has been nature, which has 
bestowed various regions and different countries of the globe 
with variety of land soil, climate, geology, water, metals, 
minerals and the like. For instance, the Middle East region has 
been conferred with rich reserves of gas and petroleum while 
China has treasures of ‘king’ coal and other metals and 
minerals. The United States of America possesses rich fertile 
landmass, exceptionally sui table for mass-scale agricultural 
production besides treasures of iron ore, gypsum, 
several industrial materials and metal. The Far East Asian 
region is suitable for a rich forest culture, growing palm farms 
and valueable woods providing means to attain high income 
generation. Other countries are rich with beautiful landscapes to 
attract tourists. Similarly, coastal regions have rich 


resources and offshore oil and gas reserves. 


The countries best suited by natural grace for agricult ure 
and/or industry would be able to produce goods in large volume 
than others without such endowment of gifts from Mother 
Nature. This advantage is known as the ‘Law of comparative 
advantage’ in production of certain goods and services, as the 
case may be. The countries, with the given gifts, ought to 


o 
concentrate on production of goods they have easy access to and 
d 


activities and pursuits, with high quality of production. 


By effective operation of the law of comparative advantage, 


overall production volume of goods and aed of services 
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can be accelerated at lower cost factor ; 


human beings can be promoted. This would flourish and ak 
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Education, training, natural traits and capability of the 
regions and countries would prove 
to be resources gifted by the nature. Cultural heritage, 


eristics also count much 


enh 


education, political setup, social charac 
in ushering material welfare and raising skills in utilisation of 


the available inputs. 


Besides manpower effectiveness, other supportive force to 
reckon with is known as technological infusion. The countries 
seized with high heritage of education, enduring work ethics and 
training facilitations would scale new dizzy heights and able 
to quick absorptions of technological advancement. This would 
surely help in cost reduction and fetching better economic 
results by favourable trade equation with counterpart nations. 

The new dimension, added to these features, has been the 
value feature of a currency. Countries with strong currency by 
ensuring intrinsic value safeguards and upbeat against other 

rrencies have been able to exploit the economies of countries 


ng weak currency value base. By erosión in currency value 


` 


real transfer of resources takes place in favour of strong 

currencies. This drain tends to cause grievous dent in resource 

base of the weak currency nations. So, it is ultimately money 

power that enriches the rich -or developed countries and 

continues to inflict injuries of poverty on developing countries. 
f 


This trend has defeated the classic concept of ‘Law of 


comparative advantage’ in economics. 


Check on government spending is inevitable to prevent 
budgetary deficit becoming a recurring feature, particularly in 
developing economies, with its disastrous repercussions. 


Budgetary deficit creates the debt chain and paying off debts 
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gives spurt to creation of fraudulent money supply, including 
injection of more currency notes and liberal resort by 
government to borrowings from public for its unproductive 
spendings. This becomes an overriding feature and moves ahead 
`of the aggregate production of goods and provision of services. 
Price inflation is the product of such an insane supply of money. 
It is indulged to meet political objectives of a sitting lame duck 
government. This treacherous i puis the quality theory of 
money in a place of priority, so as to prevent the known 


mischief culminating by expansive money aggregates. 


The quantity theory of money, used usually in an indiscreet 
form in developing countries and discriminatingly in developed 


countries, has distinctly been the single directional one way 
traffic of increasing the currency and money supply aggregates. 
This has been instrumental in fanning inflation. As ‘inflation 
emerges in the first step in mild form, later it gathers a 
momentum to the extent of ‘galloping’ character. It has been 
recognized as an invisible form of tax on the poor sections of 


the society who bear the brunt of indiscreet government 


> 


a 


spending, corrupt practices, and accompanying multiple socia 
evils. This invisible mode o n 


or 
anons of taxation evolved by economists 
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quantilative increase in money is resorted to, it becomes a 
recurring feature, knowing no limit in its magnitude. It compels 
reduction in value of a currency in exchange parity. The 
epidemic of robbing the poor instantly extends to the global 


network through vested interests in foreign trade promotion! 


tae 


ae ee 


Quantity vs Quality Theory of Money, Choice is Ours! 83 
inder ed by humanly interwoven exploitation, extending 
around the globe. Technological superiority-cum-zero 


population growth rate have put the economically advanced 


seat and, as such, they set the routes, 


a 


direction and dimension of foreign trade which makes the most 


How the norms to be normally observed in making the 
quantity theory of money work and serve as an engine of growth 
has been thrown to the winds can be gauged from the data of 
money supply over the past decade in Pakistan vis-à-vis the 
growth rates of it and of the gross domestic product. It has been 
unbridled growth of money supply fanning inflation, which 

n 


ered speculative ten ndencies 1 


i 


trig 


creates preferences for converting the local currency fund in the 


foreign currency having stable to strong value image. Erosion in 
local currency value in exchange renders holding of foreign 
currency an inevitable facility to arbitrage. Hence increasing 


resort to it becomes a common pursuit. In the process, value of 
domestic currency continues to erode further, due to additional 
artificial demand for the foreign currency. Exercise of such 
option will never provide impetus to production of goods ot 
provision of services which tend to be sine qua non for growth 
and progress, preventing erosioi in value of personal assets by 


a 


converting the domestic currency account into dollar or euro 


The age old quantity theory of money need replacement by 


the quality theory of money, as the former has failed to promote 


economies and its equitable growth in developing countries. it 


has been instrumental in creating greater economic 


disequilibrium by widening disparities of income in a society. It 
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has travelled beyond the political borders of each country and 
stormed the wider spectrum of economic horizons, which do not 
know barriers of borders. Such borders stand smashed and 
broken. A few currencies, dominantly the US dollar, euro have 
become acceptable in settlement of trade accounts among the 


ountries. The value deterioration of dollar, subject to more 


e. 


ra 


quantitative supply, as injected by the US in self-interest, has 
been causing unsurmountable hardships to developing countries 
Their economies are besieged by distortions which are not self- 
created but by external influence, for which they have no 
remedy. Globalisation of quantity t 


use of money as a tool of crude and brute exploits of the 


evolution, endorsement and application in internal and 
international spectrum. This would help to control distortions. It 
can be facilitated promptly provided each country pursues the 


system vigorously. As it begins on individual level, its 


op 
O 
bey 


ect would early transform the ideal into an ac 


as, 


combined eff 


good for all. 


Money has increasingly been used in developing economies 
as a means to meet budgetary deficits. Its excessive use in 

akistan has been to fill revenue gap and additional budgetary 
expenditure, as much as 30 percent of the budgetary resources! 
Similar, or a bit better or worse, would be the situation in other 
developing economies. Monetary assets have been conside rably 
in the upbeat, as can be gauged from inflationary tendencies 
flamed by liberalism in expansion of moneys, that is monetary 


assets 


(Rs. in Million) 


Fiscal year Total monetary Changes in Growth rate 
(July-June} assets monetary assets To 
1986-87 240,023 28,912 8.23 
1987-88 269,514 29,321 12.29 
1988-89 290,457 12,294 FJA 
1989-90 341,251 35,583 17.49 
1990-91 400.644 $1,562 17.40 
1991-92 505,569 111,762 26.19 
1992-93 595,390 86,625 17.78 
1993-94 703,399 95,636 18.14 
1994-95 824,733 110,198 17.25 
1995-96 938,680 115,239 13.82 
1996-97 1,053,234 114,554 12.20 
1997-98 1,206,320 153,086 14.53 
1998-99 1,280,547 224215 6.15 
1999-2000 1,400,632 120,085 9.37 
2000-2001 1,468,959 68,327 4.87 


Source: Economic Survey 2000-2001 


There has been double-digit expansion in monetary assets in 
Pakistan during the past 10 of 15 years in succession, excluding 


1986-87, 1988-8 89 and the latest I 
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26.19 percent was in 1991-92 T intensity prevailed 
heating during other five years. It has certainly been an 


imprudent practice, a pursuit never in support of safe, secured, 


stable and sustainable growth of economy. 


A perceptibly dominant reason for ‘growth momentum’ of 
monetary assets has been domestic credit expansion. Perceptibly 


it has been due to erosion in value of local currency against 
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currencies acceptable in settlement of foreign trade account, 
latter always being in deficit. As a result, balance of payments 


position persisted to be poised adversely. 


CAUSATIVE FACTORS FOR CHANGES 
IN MONETARY ASSETS 


Fiscal Credit to Credit to Net Net Change in 
bans aggregate 
year private public ee foreign monetary 
domestic 
sector sector credit assets assets 

1987-88 21,923 19,628 32,690 (3,199) 29,321 
1988-89 17,999 19,592 28,630 (7,120) 12,294 
1989-90 22,994 26,908 53,160 (2,366) 35,583 
1990-9] 21,110 27,438 53,680 5,712 59,392 
1991-92 30,132 68,991 95,946 8979 104,923 
1992-93 56,640 75,002 123,834 (34,013) 89 821 
1993-94 40,716 28,266 74,599 33,409 108,008 
1994-95 66,326 53,087 94,380 26,957 121,337 
1995-96 65,541 68,527 152,942 (38,998) 113,944 
1996-97 62,689 78,976 175,815 (33,289) 114,555 
1997-98 94,738 56,722 166,983 (13,897) 153,086 
1998-99 105,796 (45,954) 44 698 29,528 74,226 
1999-00 23,101 78,049 118,711 1,375 120,086 
2000-01 91,040 (26,172) 44,562 21,565 68,327 
{upto 
March) 


Source: Economic Survey 2000-2001 


Budgetary deficit financing, emerging so often, has been one 
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by playing su ting economic activities. 


Budgetary support measures did not have such a functional 


feature casting desirable salutary influence. Another 


e 
nstrumental in growth of monetary assets has been inflow of 


bard a 
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inancing of the budgetary deficit from domestic 
currency expansion tends to fan. How monetary assets burst 


over these years can be gauged from the preceding data. 


zA 


There has been a quantum jump from 1991-92 in growth of 


monetary assets and it has been in the form of liberal credit 
extension to the private and the public sectors. Public sector 
sought unprecendently high credit facilities during the years 
1991-92 onwards. Seeking such an extended facility during 


these years was not curtailed. This was possible as the 


overnment partly utilized the proceeds from the privatisation 


Fad 
+ 


g 
© 
fund and/or from the National Debt Retirement Fund during 
1994-95 thru 1998-99. The use of such proceeds in meeting the 


.13 billion in 1994-95, Rs 
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public sector needs amount 


such support which was budgeted for 1996-97. With these 


additions, the actual public sector resort to monetary support 


got almost in line with the trend set during 1991-92. The total 
support sought by monetary facility in budgetary balancing was, 


therefore, in high tide since 1989-90. Total support to public 
sector by monetary measure extended to Rs71.949 billion for 
1991-92, Rs83.191 billion for 1992-93, Rs67.555 billion for 
1993-94, Rs76.033 billion for 1994-95, Rs 109.253 billion for 
1995-96, Rs128.370 billion for 1996-97, Rs166.231 billion for 
1997-98, Rs82.108 billion for 1998-99, Rs139.931 billion for 1999-2000 and 
Rs65.600 billion for 2000-01. | 

These were the years of high tide borrowings by the government 
in the monetary structural setup. This was an addition to 


increasing support to overcome government budget deficit 
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arranged through big doses of foreign debts. Net inflow of 
foreign resources during 1993-94, 1994-95 and 1998-99 from: 
this source has been significant and it has invariably been 
predominant in overcoming the budgetary deficit. During these 
years, external assistance in meeting shortfall was visibly 
increased. In it the components of other aid and non-plan 

ces directed mainly to meet budgetary deficit, notched 
markedly up. This shows that the lower amount of public sector 
credit in domestic monetary assets expansion was merely an 
eyewash and far from reality. 


EXTERNAL RESOURCES 


Fiscal year Plan Other aid Non-plan Total 
resources resources 
1991-92 48,269 5,939 6,127 60,335 
1992-93 42,401 7,958 7,850 58,209 
1993-94 45,702 21,642 16,462 83,806 
1994-95 54,863 29,917 17,700 102,480 
1995-96 54,506 43,372 18,515 116,393 
1996-97 65,637 55,559 21,448 142,644 
1997-98 80,350 49,172 12,136 141,658 
1998-1999 93,266 : 18,636 111,902 
1999-2000 117,966 : 19,026 136,992 


Source: SBP Annual Report 1999-2000 
Other aid and non-planned resources have sizeably shotup 
during the past seven years, including the latest year 1999-2000, 
for which budgetary estimates were given. This support flow 
from foreign sources was mainly non-planned: and other aid 


forms were more or less, utilized in the act of balancing the 


budget. 
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Within the public sector, the support managed through the 


2 


means of monetary assets, in the budgetary support form, 


prevailed prominently. This had been due to the weak Situation 


prevalent in the taxation system, reflecting the lack of 
responsive structure and procedures. Unless the existing 


defective fiscal design is realistically revamped, seeking 


wouid push to nowhere but perils. 


BUDGETARY SUPPORT COMPONENT OF CREDIT 


(Rs. in Million) 


Fiscal Year Net public Net budgetary Total domestic 
sector support credit expansion 
' borrowing 

1987-88. 19,628 13,687 32,690 
1988-89 19,592 15,416 28,630 
1989-90 26,908 13,541 53,160 
1990-91@ 27,438 38,332 53,680 
1991-92 68,991 62,573 95,946 
1992-93 75,002 65,698 123,834 
1993-94 28,266 23,145 74,599 
1994-95 53,087 36,419 94,380 
1995-96 68,527 ` 51,726 152,942 
1996-97 78,976 70,500 ` 175,815 
1997-98 56,722 48,018 166,983 
1998-99 (45,954) (46,693) | 44,698 
1999-2000 78,049 39,963 118,711 
2000-2001 (26,172) 13,093 44,562 


Source: Economic Survey 2000-2001 


@ Adjustment of SAF loans amounting to Rs. 7,371 million to 
reflect the correct position of government budgetary support and 


net foreign assets of the banking system. 
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Within the total domestic credit expansions, while several 
components and share of each in it can be identified, the 
budgetary support component remains a dominant factor. This 
becomes vividly evident as a component of the net credit to the 
government sector, exclusive of credit to the public sector 
enterprises, counterpart fund and other items-net. Relevant 
figures of net support to the government for meeting the budget 


deficit are furnished in the table given on the preceding pa 


GROWTH IN GNP AND MONETARY ASSETS IN PAKISTAN 


(Rs in Million) 


Fiscal GNP at Growth Total Growth Inflation 
Year constant rate of monetary rate of rate by 
factor GNP assets monetary GNP 
Rs % Rs assets % deflator% 
1987-88 402,516 3.56 269,514 12.29 8.73 
1988-89 418,881 4.06 290,457 JT t T 
1989-90 439,647 4.95 341,251 17.49 12.54 
1990-91 455,462 3.59 400,644 17.40 13.81 
' 1991-92 485,362 6.56 505,569 26.19 19.63 
1992-93 495,059 2.00 595,390 17.78 FS. 79 
1993-94 514,954 3.99 703,399 18.1 14.15 
1994-95 544,559 5.78 824,733 | 7:25 11.47 
1995-96 575,224 5.63 ' 938,680 13.82 8.19 
1996-97 583,829 1.50 1,053,234 12220 10.70 
1997-98 594,554 4.17 1,206,320 14.53 10.36 
1998-99 620,031 4.29 1,280,547 6.15 1.86 
1999-00 641,685 3.49 1,400,632 03.7 5.88 
2000-01 657,044 Boe, 1,468,959 4.87 2.48 
(Provisional) 


Source: Economic Survey 2000- 2001 
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Due to growing reliance on the banking sector for 
overcoming budgetary deficit, monetary assets have been 
expanding and in the process creating disequilibrium in the 
economy. Consequent upon this, the economy had been heating 
up by mounting inflationary tendencies. This tendency is 
discernible in the growth in value and rate of gross national 
product and monetary assets, over the years, as provided in the 


table on page, 90. 


Discernibly increasing reliance on monetary support, in 
consistently filling the recurring budgetary deficit, has been 
instrumental in inflation running in two di gits for the past eight 
of the 14-year series. Inflation has been eating up the vitals of 
the economy and severely wearing out the resource position of 
the poor and middle sections of the society. The scenario of 
raging inflation, as could be seen from the table earlier, has 
been of serious concern to the society, posing grave dangers to 


ef 2 


the economy and extending its repercussions on the political 


In brief, resorting to monetary assets in pene budgetary 
deficit seriously impairs economic justice and social welfare. It 
renders poor poorer and rich richer. This is antithesis to 
economic principles which pre ecisely lay down the state poli cy to 
promote economic process with prudence and provide protection 
to masses who have limited means. Inflation eats away energie 
of masses and creates complicated socio-economic problems 


instead of resolving them amicably 


Increasing reliance on monetary support to overcome 
budgetary deficit, arising from weak fiscal policy and pursuits, 


has been the root cause of economic distress in developing 
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economies, as vividly emerge from the statistical information 
provided. Then, the process of remedy, albeit,. lies in 
eliminating such reliance of restricting it to a rationale, by 
moulding purposeful fiscal and monetary policies and on 
removing their respective imbalances. The core issue is to 
preserve the value of a currency intact, secular in spirit and to 
act in a manner that production costs and prices of goods and 
generation of services are not influenced by the quantity, that 
is, volume factor of money aggregates. The application of 
quantity theory of money, precisely in terms of its expansion, 
has been fruitfully applicable to con nditions like war, causing 


undue diversion of resources and inflicting ravages to the 
cy 


economy. The concept of quantity theory of mon has been 
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aimed precisely at restructure, revamp and revitalizatio 
economy from ravages by injecting resources in the form of 
more money. The theory then bears significance and success in 
practice in abnormal situations, being strictly useful for a short 
stint. It cannot ensure a happy outcome in normal conditions and 
by long run perpetuation. The latter scenario would sustain 
progress by adopting the quality theory of money. The intrinsic 
value element of money need not fluctuate by mere injecting 


variance in the quantum aggregates s of money. 


Stability in currency value is a core factor to give economics. 
due dynamism it inherits by the principles of gro owth and 
development evolved through experimentation of concepts and 
refining them through assessment of results. Discounting stable 
currency value has been the root cause of economic turmoil as 


seen vividly in developing economie es, which despite their 


persistent prudent strategies have not been able to overcome tne 
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livin g of the community, h 
growing demands for restricting the role of government in 
socio-economic lives of the people but these have been 

ogans. Though the governments 
may want to curtail their role and with it responsibility, it has 
become impossible for them to do so. Besides, vital socio- 


economic areas need to be attended by the government of the 


electronic media, which has pie erced even the iron walls. The 
role of the government is bound to be on the upbeat. In order to 
meet increasing expenditures involved towards satisfying the 
public aspirations, followed by demands, which are on 
consistent upswing, the governments impose more taxes, even 
by multiplying effect, to collect ‘adequate’ revenues. This 
tendency has not been found desirably successful, particularly 


in developing countries and resort has been on increasingly 


using monetary measures as fiscal tool! 
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Taxes alone have not always fully met the consistently 
growing expenditures. This would entail governments resorting 
to borrowings, both in direct and indirect forms. Direct form of 
borrowing refers to issuing debt instruments, carrying specified 
period of maturity plus premium, call the latter interest, mark- 
up or profit. Practically these are synonymous. Indirect form of 
borrowing refers to issue of currency by the state beyond the 


equitable level. This is popularly known as deficit financing. 


Taxes and borrowings are both in money form and in money 


denominator. This makes fiscal and monetary policies and 
practices as inter-dependent elements, both aiming at achieving 
identical ends. These are primarily meant for providing 
resources to the state to meet its spendings, current or 


unproductive and developmental or productive. 


The principal activities of the state, for which it incurs 


xpenditure, relate to: (1) security, internal as well as external; 


c 


Y 


(2) population welfare, by provision of the public utilities, 
organizing means of transport and communication, arranging for 


educational and health facilities; and (3) meet the growing 
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Bases of taxation for raising resources by the government 
have been well defined in economics. Abiding by the prescribed 
principles has mostly been hung in balance, particularly in 
developing economies. Equity, fairdeal and ability to pay taxes 
have been traded against emerging exigencies and subordinated 
to extortion tendency. Regulatory effect of taxes has also been 
dumped against revenues producing pursuits. Regulatory pursuit 


has been reduced to redundancy. As more and more taxation 
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borrowing is also not seen as sufficient to fill the gap growing 
b i 


jetween revenues and spendings which then leads to inject more 


curtency aftd resort, at times indiscreetly to indirect form of 


servicing. This prompts reliance on printing of currency and 
injecting it in the economy, without observing the requisite 


norms or restraints. Having absolute control over creation of 
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money in the form of currency, th 
ory means which opted often, becomes a last 
solvent and of the least restraint at times. This creates the 


terribly worst taxation structure, destroying the manageability 


of a worsening economic disruption. 


p a 
-borrow big becomes inescapable with surging burden of taxation 
8 


which ignites resistance against 
money, like repetitive resort to big borrowings, creates 
uncontrollable inflation. The temptation to pay debts then, with 
cheap currency, becomes a pursuit, packed with adverse results. 
The norm of paying debts by the state to the public in normal 
times having incurred them during emergencies has rarely been 
noticed. As a result, re-emergence of similar situation goes out 
of bound. Consistently surging debts do not support the shaping 


£ 


of normal situation to pay back the debts without creating 
severe social strains. In fact, emergencies for revenues or 
resources become a constant feature in a situation of increasing 


indebtedness. 
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Taxes are determined and levied by money measure at its 
face value instead of rooting it by intrinsic value. As tax rates 
tend to be revised upward, to raise more revenues, with 
consistent erosion in intrinsic value of a currency, the taxation 
even at constant rate becomes a torment. Reduction in 
anes power of money is an invisible direct tax of massive 
impact, which exempts none fro m its brunt, bite and bitterness. 
Taxation thus becomes a tami s of extortions. Taxation 
becomes a multiplier levy, even with the rates remaining intact. 
With increased rates, Simultaneously with reduction in the value 
of money, taxation turns out to be of vicious multiplier effect. 
This destroys the principles governing taxation, as evolved after 
in-depth studies. As principles of taxation get pierced through 
by temptations, rule by tyranny gets into gear and emerges 
Supreme. It is happening at alarming scale in developing 
countries. To be precise, even developed countries are now not 
immune from its virus, which is spreading fast. This evil, 
though, would not be as assertive in developed countries as in 


veloping countries. 
The intrinsic value of money in almost all the countries has 


a 
As a result, purchasing power of money tends to b 


be on the 
decline. Worth of money goes down and, in contrast, the worth 
of assets possessed keeps on increasing. Combination of income 


and wealth taxes in this situation becomes telling in effect. 
Taxpayers, not in a vintage position to pass on the increasing 


burden of enhanced tax emanating from erosion of currency 
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VALUE AND WORTH OF MONEY 


Money was invented to function as a measure, a standard and 


a store of value of goods and services. In priority, money 


ej 


emerged exceptionally active and invariabiy got acceptance o 
all, mainly as a medium of exchange for goods and services. In 
almost all the countries, including the economies recognized as 
most advance, money has not remained loyal to its key merit of 
being the precise measure and the store of value. This has been 
due to value of money cascading and at times fast deteriorating. 
The one time dose of decline in the value as administered, also 
referred to as a nosedive, has been termed as an outright 
devaluation. Steady fall administered in currency value is 
expressed as ‘floating value’ feature. The first refers to fall in 
value in one go and the second, the managed fall in value over a 
time frame. No stability 1 ' the intrinsic value of currency has 
been a root cause of economic upheavals in the present day 
‘managed’ economies. No compelling reasons would always be 


there i 


= 


support of adopting such mechanism. It breeds from the 
temptation of government due to defective fiscal system being 


pursued. 


Sometime after the emergence of money in its present form, 
its value was backed by silver, gold and other precious metals. 
The value of such metals, of course, used to fluctuate by 
interaction of demand and supply, but variation in their value 
was not.so frequent, sudden and volatile as it has been noted in 
the value of currencies acceptable in settlement of the world 
trade accounts, for instance the US dollar. Money has also been 
the measure of gross domestic product parameters, whether in 


terms of special drawing rights designed by the International 


Monetary Fund or based on any other support. None of them 
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have carried requisite element of stability in its own value 
factor that one would be able to hold value of a currency 
intrinsically intact. The worth of almost all currencies, as such, 


has been eroding, some of them apace and some gradually. 


The factors influencing the intensity of change in currency 
value element have perceptibly been the budgetary and the 
foreign trade account and the balance of payment deficit 
position. The economies running budgetary deficit would 
primarily borrow money from within and/or issue more currency 


nd at times borrow from abroad so as to overcome the revenue- 


as the debt servicing drain emerging from the budgetary deficit 


once triggered, will not be easy to control or to be eliminated. 


The countries faced‘ with deficit in their foreign trade 
accounts will not be able to maintain the worth of their curréncy 
at par in exchange value. In a bid to reduce and ultimately 
reverse their foreign trade deficit account trend, the concerned 
economies would be obliged to reduce the — parity value 
of their currency. The change in value against other currencies, 
so as to be supportive in higher exports and lower imports, 
would also adversely affect the currency value within and at 


least as much. The reduction in currency value amounts to a 


shift towards gain by the government and loss of more than 
proportionate resources to the governed, that is, the people. It 


2 


clandestinel yet clearly operates as a tax, despite being 
y [ sp 


C a o 
referred to as invisible tax picking the pockets of each consumer 
in the country without exception and restraint. More currency 
put in circulation leads to proportionately more erosion in the 
value of such currency. It operates as an invisible taxation, 


sparing none from its adverse extortional effect. Money in such 
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the fiscal apparatus damaging 
irretrievably its own independent identity, in the science of 


‘Economics Management’ 


FISCAL POLICY 


Economic management is now governed b 


y o 
powerful systems, (1) fiscal and (2) monetary. Fiscal policy and 


system. In fact, the taxation system is synonymous with the 
economic system and the later cannot be de tached from the 
former. Provided the fiscal format is fortified, it keeps the 
monetary system in a proper place. Wea fiscal system, causing 
budgetary shortfalls, compels the authorities fo use monetary 
resources to overcome the exigency. Such an emergency is 


difficult to bridge in short run. It becomes recurring and unruly 


trends and cause dent of budgetary and/or foreign trade balance 
of payment deficits, the ‘Empire’ then strikes with money power 


it exclusively wields. Creation of more money by various ways 
and means, as explained in the preceding chapters, is 


administered by the state so as to overcome. primarily and 


oe 


irectly the budgetary deficit. Reduction in relative value of a 
currency may contain imports and enhance exports but not in all 
cases. Retaliatory measures, evident in the most sensitive and 
exceptionally competitive global trade scene, do not generally 


allow the countries opting for quick erosion in currency value to 
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gain much mileage. This remedy, in a majority of cases, 


becomes an added problem in later stage. 


Monetary policy framework serves as a secondary branch to 
fiscal policy pursuits. The fiscal apparatus keeps its influence 
well extended in the range of 70 to 86 percent of revenue 
generation. The more area it covers, the more will the economy 
be actively and prudently manageable. Monetary policy area 
generally tends to command 15 to 30 percent influence on the 
revenue generation trend. Its imprudent use, however, inflicts 


colossal damage. 


It is, therefore, advisable to keep the scope of the monetary 
policy format restrictive in application in supplementing 
resources. Keeping the value of money stable is equitable 


towards ensuring socio-economic justice in the society. 


A CASE FOR REFERENCE: 


Pakistan, like most of developing countries, has been in the 
sordid grip of growing budgetary deficit, substantiating a weak 
state of fiscal area. The recurring deficit is being overcome in 
conventional forms, by internal and external borrowings, use of 
bank funds and -injection of currency. How provocatively 


adverse has been the consolidated financial picture of the 


‘federal and provincial governments of Pakistan can be gauged 
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from the data provided in the table on the next page. 
once set is difficult to reverse. Usually it tends to gather 
strength and becomes stubborn in its atrocious tendency. Like 
Pakistan, other veloping countries, sail in the same boat, 


de 
floating on storming waters. These render such economies 
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further fragile and weak in resolving the problems so 


compounded. 
DEFICIT FINANCING 
(Rupees in Million) 
Fiscal Overall Financing of deficit 
year deficit External Non-bank Banking 
1985-86 41,644 8,584 26,962 6,098 
1986-87 46,710 8,424 27,371 10,915 
1987-88 57,563 12,691 30,931 13,941 
1988-89 56,879 18,195 37,865 819 
1989-90 56,060 22,945 29,581 3,534 
1990-91 89,193 22.10? 23,724 43,368 
1991-92 89,971 18,022 (5155 72,464 
1992-93 107,525 24,334 19,972 63,219 
1993-94 92,179 24,624 55,048 125507 
1994-95 105,352 29.319 49,927 26,106 
1995-96 137,839 28,586 56,980 52,273 
1996-97 156,588 27,636 56,495 71,875 
1997-98 204,992 38,761 118,202 ° 48,029 
1998-99 179,177 97,070 155,919 (73,811) 
1999-2000 206,800 66,869 99,969 39,962 
2000-2001 185,700 120,100 80,600 (15,000) 


Source: Economic Survey 2000-2001 
As the budgetary deficit creeps in and liberalism is opted in 
filling a revenue gap by resort to borrowings from the banking 
system and other internal and external avenues, shortfail would 
tend to grow in. turn and often apace. Governments in 
developing countries, not pretty sure of their survival and 


feeling usually insecure in the seat of power, fall victim to 


102 Equitable Monetary System and Structure 


temptations and act for soft options in filling the budgetary 


gaps. This trend is fairly manifest in the preceding table. 


While dependence is placed liberally on borrowing-cum- 
fresh currency injection, so as to meet budgetary deficit, it is 
generally overlooked that the system would create a whirlwind, 
as the process simply increases indebtedness and consequently 
debt servicing. As borrowed finance is used to meet deficit, the 
former does not become productive enough to generate surplus, 
which would take care of debts and their servicing payment 


without creatin 
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Once the debts are contracted to meet the budget deficit, it 
becomes a trap and the victim will never be able to get out of 
the fix. As the system persists and prolongs, the currency of 
debt-trapped country continues to erode in exchange. parity. 


Since budgetary deficit is a catalyst to create foreign trade 


oe 


deficit and vice versa, these compel the affected nations to 
compromise on increasing resource outflow which turns massive 
with the passage of time. Then, to get out of such a 
strangulating rope becomes proverbially second to impossible. 
There would not be a let up in increasing indebtedness, debt 


servicing, budgetary and foreign trade deficits and as a 


corollary to it, such a society would c nue to suffer poverty 
with increasing intensity, instead of getting out of its chains. 
¥ 


In order to avoid such a situation takes shape, holds controi 


and rules ruthlessly by escalated exploitation, it is imperative to 
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etary hole by borrowings. 


shun temptation of filling the bud 


The instrument of taxation should 
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potent means to overcome budgetary gap. No relaxation need be 


for 


sought to get the deficit filled by borrowings. 


< 
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out of the borrowings is more dreadful than that of taxation, 
provided taxation system is formulated ith wisdom, 


FA 


consideration and judiciously. No rash decision and action will 


command rescue. 
There has been no let up in the pene revenue deficit of 


almost all developing countries, with a few exceptions. In a 
majority of cases, the deficit has been on the upbeat. In 
Pakistan, it doubled within a decade. This means that the 
measures that were applied have not been yielding the expected 
results, rather they have aggravated the odd trends. Increasing 
ndebtedness offers no solution. It accelerates the process of 
eficit and converts panic into peril. ‘Spend and grow’ suits the 
economies enforcing zero population growth rate, having access 
to high technologies and budgetary as well as foreign trade 
surpluses. Other countries, in reverse gea 


e 
dimensions, ought to apply the strateg) of 
y Ë 


to achieve growth and attain development. 


The countries with deficit trend in their budgets at a stretch, 
no event can afford the ‘luxury’ of ‘spend and grow’. This 
dictum is useful to follow by countries having saturated 
consumer demand and a siack in current spending would set rot 
of recession. Avoiding of recession requires consumer spendings 
which gets prompted by sl of ‘spend and grow’. Economies 
unable to satisfy consumers’ A would need to follow 
the strategy of growth emerging from savings and not 
borrowings. Borrowings in such cases must ensure production 
and/or productivity generating resources in excess of debt 


servicing and scheduled payout of principal installments. 
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Fiscal and monetary methods both are being generally used 
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jointly in meeting the budgetary needs. It would be in fitness of 


things, therefore, first to find the quantum of budgetary deficit 


and measure 


budgetary position. 


been evidencing 


aut 


order to overcome the budgetary 
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ting feature. It 


trailing behind 


tant upsurge of price line. Inflation 
enemy of middle and lower cla 
savings tend to erode in value and turning negative returns. This 


represents gross injustice and absolute inequity. The avenues, 
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Reduction in percentage of deficit to budgetary expenditure 
d 


noticeable for the last two years has been due to rescheduling of 
The absolute figures of deficit represent an increase. This 
As long as such a situation will prevail on the economic 
spectrum, economic development and grow th will fail to achieve 


priority pursuit. 


Economies bedevilled by rash o 
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particularly 
emanating from debts incurred to bridge budgetary gap, would 
not be able to contain expenditure and create funding for 
development pursuits. Monetary support in meeting budgetary 
deficit has not been found instrumental in setting the 
development strategy at work. Recurring reversals.by such ploys 
are bound to dump the economies in greater chaos and distress. 
This trend cannot bring prosperity and resultant disruption 
would create social strife, culminating into political turmoil and 


unrest. This will create additional stress on the fragile economic 


structure and pull it down like ‘nine pins’ 
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Chapter & 


INFLATION, {TS JOB IS 
MERE EXPLOITATION 


IN popular parlance, inflation is attributed to a situation 
where too much money is chasing too few goods and services in 
an economy during a specified period. When the aggregate 
money supply becomes relatively more than the aggregate 
combined availability of goods and services, price line tends to 
rise. This price spiral phenomenon is described as inflation. As 

ntrol’ over aggregate money supply is generally 
exercised by the government and usually its increase is also 
injected by the government for overcoming its soc Sio-political 


expediencies, the re 
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of inflation squarely 


remains with the government. 


Inflation of mild form has commonly been recognised as 
instrumental to keep an economy growing. Exercising this 
motivation, within the limit of its being beneficial to the 


society, is lost sight by inept politicians to perpetuate their 
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power while they adopt soft options or fail to manage an 
economy well through fiscal mechanism. Hence, monetary 
expansion is perceptibly applied to balance the budget. Hard 


options of either applying rigorous fiscal measures so as to 


vigorous Sy are kept on back burners due to incompeten 


° 
cD 


Likewise, expanding the tax base, plugging  pilferages, 
eliminating theft, stopping wastages and eradicating corrupt 
practices are given casual importance. The soft, but severely 
harsh in consequence, option of creating more money by way of 
minting more currency and putting it into circulation and/or by 
resorting to the additional debt creation is thus preferred. Its 
long run adverse effects, though devastating in nature, are 
OV verl ooked to grab short term gains. In fact, instead- of 
perpetuating their power, the governments in developing 
economies, usually caught in this cobweb, have been found 
staying for a short spell in the power saddle. But this short stay 
becomes severely consequential of long lasting adverse effects 
by stopgap economic measures. Thinking by politicians to 
perpetuate in power by pursuit of soft options has been found 
n 


egated by Ao realities, which tend to be by the economic 
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ng created by chaos in fiscal and monetary 
spheres. Ignoring this fact, the successive governments were not 
reconciling with the need to adopt sound long-term economic 
measures and save the society from treacherous upheavals. By 
long-term judicious economic policy framework, the 
governments would enjoy a long-term political survival. 


Positive attitude would certainly prove rewarding! 


Inflation primarily happens to be of the monetary type. It is 


ignited by a bid to tide over the recurring revenue deficit 
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problem through opting for injecting currency and resorting to 
borrowings. As this trend tends to persist for a period longer 
than what is visualized while adopting it, inflation becomes 
biting on both economic and political ends and turns out to be 


vicious and galloping in effect. 


The stability in money value is a prerequisite to prevent 
unmanageable inflationary spurts which oe the tendency to 
spread like a jungle fire. Due to its intensity, inflation becomes 

e economic evil. This becomes a tool which 
would sweep away the governments by the fury of resentment-of 
masses to such a policy. Flare up in prices ultimately proves 


disastrous to the government of the day. 


How to bring about stability in value of a currency or money 
is fairly known to all those who matter in management of the 
monetary matrix. Monetary system is now a fully developed 
discipline within economics. But keeping the value of money 


terrain or 


„s 


stable is not now an easy path to tread. It is a difficul 


4 


a choice to adopt. Nonetheless, holding the value of money 


< 


intact is the most equitable course of action Íor the society. This 
would keep money honest or secular in performing its primary 
role of being the measure, the standard and the store of value. It 
would facilitate exchange of goods and services to their very. 
intrinsic worth. These excellent features of money, without 
infringement of the value element, would impart a given 
economic policy strength to perform by its merit and prevent 
undue interference of money over it. The resultant success or 


given economic policy would lead to a proper 
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the value of money firm will extend excellent 
support to promotion of savings and will serve the genuine 
interests of those who save and generate resources for use in 
society's economic growth. Nothing else can infuse greater and 
gratifying dynamics in the growth and development of economy. 
The household sector tends to be the primary source of resource 
generation. It suffers the most by erosion in the value of money. 
Negating its contribution of resources by negative or 
uneconomic returns iS a primary source of recurring and 
intensifying resource constraints. This must be avoided by all 
means. Erosion in the value of a currency tends to rob the vital 
household source by the government, which in principle is 


responsible for providing safeg uards to such eventualities. 


Savings form the eeu source of investments in a society. 
Developing economies, defined as having ‘scarce’ resources and 


growing’ wants by high rise expectations, need more 


J 
neficial needs to be national in nature, character, pursuit 
and effect. Borrowed development cannot be sustainable, as it 
tends to create debts galore. Easy access to debts earlier on 
international level from developed countries, under the lead 
provided by the World Bank, the Asian Development Bank and 
the International Monetary Fund, has-ultimately been- converted 
into a debt trap, from which the way to steer out by developing 
economies has been blocked. This, in the first instance 
compelled internally increasing indebtedness. It was adopted in 
order to generate more or in matching proportion local currency 
supplementary funds to execute development assisted projects. 
This carried running effect of reduction in exchange value of a 


currency. This has become a known fate of countries chained b 


foreign debts. As a country’s currency value drops against 
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currencies acceptable in settlement of foreign trade and debt 
accounts, the purchasing power of such currency within the 
country also diminishes. This saps the intrinsic worth of savings 
and it results in more monetary investments creating less 
tangible ass ets. This trend adversely influences both savings and 


investments and tapers down pace of economic growth and 


development. 


It is generally considered that debt servicing by the 
government is done through taxes. If debt servicing could be 
manageable by taxation, no government would be so unwise as 


to trade it off by raising additional debts and thus increase 
revenue expenditure and throw its budget out of balance. 
Consistently growing budgetary deficits become the first blow 
towards eroding value of a currency. In fact indebtedness of the 


government leads in effect to sucking economic blood of the 


poor and enriching the rich. 


Stable money value is sine-qua-non to administer economic 
justice and ensure equity to all strata of society. Since the 
majority consists of poor sections in a developing society, 
protecting their economic interest is a priority, more so-as such 
sections remain thoroughly exposed to uncertainties. A policy 
which would, at least, maintain or at the best improve value of a 
currency, it would be all the more meaningful a strategy to serve 
such sections which play a key role in promoting savings and 
e resources. This would not be a viable prospect without 


d 
the thrust of economic policy to remain genuinely on ‘save, 


prenh 
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‘Spend and grow’ is a prescription for the societies, which 
have controlled their population growth to zero-rate and/or 
rendered it into negative. Their economies, to sustain dynamics, 


would demand consumption to grow, as their production tends to 


be in increasing surplus, attributable to technological advances, 
providing impetus to mass production. nditions in developing 


countries happen to be exactly in contrast. Population growth is 
significant in these countries, its rate being at times in excess of 
the growth rate of the economy at constant factor cost. This has 
aggravated resource crunch. In the developing ec onomies, the 
policy of ‘spend and grow’, as copied u nimaginatively and for 
‘rammed through their neck’ by the rulers and experts of 
advanced economy countries through lendings and through 
unpragmatic role by the transnational a ce This has 


4 


created. undesirable tendency of accelerating consumption and 


reducing propensity to save. This has distracted the process of 
prosperity. It has been adding fuel to the fire of inflation. It 
picks up pockets of the poor sections with exceptional brutality. 
It sends the value of currency of the inflation infested 
-economies tumbling. This then becomes a deep rooted cause of 
perverting poverty. Holding the value of a currency in good 
stead is prerequisite to sustaining planned economic progress, 
with equity and justice to all. It would not adversely affect the 
resourceful class either, since the urge for multiplication of 
resources, evident in inflationary economic situation, will have 
restraint, if not wholly curbed and cured. Value factor of 
currency, as such, plays a key role in socio-economic policy 
framework and its pursuit mechanism. It curbs speculative 


tendencies and energizes productive activities, which is a 


positive prescription to flourish. 
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The ‘save and grow’ policy theme is suitable for developing 
economies in their pursuit of planned and sustainable growth 
and development. This becomes feasible when it is supported by 
fairly upkeeping the value of a currency intact and ensuring its 
firm hold against erosion in value. As such, monetary policy and 
management system must not be reduced to appendage of the 
fiscal system. Monetary policy should be pursued sparingly in 
pressing needs for short run adjustments. It is not and, 
therefore, cannot be panacea for long-term pursuits. It cannot 
serve even as a partial substitute of fiscal deficiencies. 


Long term economic growth pursuit needs to be through the 


O 02 
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fiscal policy. Defective monetary policy, using it as t 
overcome backlog arising from incompatible fisca 

create a logjam for real economic progress. Eroding value of 
currency, as it arises from misuse of monetary means, in 
supporting a weak fiscal framework, will never give economic 
policy a fair chance to survive. Increasing indebtedness, arising 


from the fiscal deficit, will continue to escalate the budgetary 


` 


gap due to rising level of debts and its escalating servicing. It 


will multiply perils. As such, reliance on money to make-shift 


or gap-filling arrangement is a hazardous method to opt for. 
Veak fiscal policy structure could be improved by fiscal 
measures alone. Stable currency value would serve in support to 
achieving the fiscal equilibrium. More taxation and its recovery 
will be viable without disrupting the given economic edifice, 
such as artificially propelled growth rate through pumping in 
currency. Similarly,-sucking up private savings by the state 
through borrowings would destabilize economic progress. 
Government debts are paid usually through more debts and by 


more currency printing and injection. This does not help in the 
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attainment of a genuine economic growth. Temptation then to 
balance budgets, through monetary means is in consequence 


unsafe, unsecure and unsustainable as it succumbs against the 


MONETA RY INFLATION AND PRICE BEHAVIOUR 


Pumping of more currency in the economy results into 
money chasing correspondingly lower quantum of goods and 
services. It ignites inflationary trend. Persisting with this 


strategy creates hyper-inflation. Supply of currency being more 


~ 


than the suppiy of goods and services, the value of money falls 


Borrowings by the government tuck away resources from the 
private sector. As use of such borrowing is not precisely for 
productive pursuits but predominantly to meet budgetary deficit 
arising from rise in the current expenditure, production of goods 


and generation of services reduce relatively. This engineers 
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it is lower supply of goods and 
services, both in common create inflation. As the system 
persists, hyper-inflation engulfs the economy. It grows by 
sapping the national resources. Once the budgetary gap-filling 


3 


mechanism is opted, eit 


* 


her by injecting. more money or through 
internal and external borrowings, it becomes money induced 


inflation. 


When the government finds money-infested inflation 
becoming intense and intricate and resort to this is tempted 
when taxation doses turn negative in effect for the society, the 
authorities undertake tariff ‘reforms’ or ‘rationalisation’ 


Justification for such tactics is advocated by the slogan of 
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‘administering the users charges’ and the like. It means pleading 
for recovery of the cost incurred in providing certain services. 
Utilities like power, fuels, telecommunication, transport, healt 
and education services, etc., are then made subject to revised 


upward charges. Excise duty, sure nce taxation and 
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adv 
new titles of accounts are created, which add up to make a big 
eau of charges which ne avenues for the state. revenues. 


tariff rates revisions upward. To such scenes i the government 
easily gives consent and makes the least resistance. More so, as 

et more funds in forms of taxes 
and surcharges, which have linkage at certain percentage to the 
his is b ound to simultaneously increase the cost 
of production of goods and provision of services. 
as cost-push inflation administered in the economy. 

Inflation, whether money-related or cost-related, has similar 
effect of pushing up the costs and, therefore, the prices of goods 
and services. Consumers have to pay more and more in the 
process, as inflation ignited once, it tends to flare up and up. 
This eats up savings and adversely influences investments. As a 
result, the growth momentum in the economy falls in arrears. 


This tendency becomes serious with the passage of time 


Monetary inflation and cost/price push inflation are not 
usually understood as distinctly separate identities by 
politicians and legislators, particularly in developing 
economies. Public has also a tendency to confuse the two as 
one. Both types tend to ha 


merge and effects to spread. Usuaily 
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camouflaged. Hs pinching effects flow 
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consumers becomes tempting for the busi 
promptly. 


Whether it is monetary engineered or cost escalation 
ge nerated inflation, it has a common effect of price rise, 
Monetary engineered inflation usually tends to move slowly, 
with soft paddling. Co scalation type moves faster and with a 
bang. So the authorities s ia opt for the monetary type and 
later adopt the cost administere . Consequent price spiral is 
the unavoidable outcome of inflation, be it of any kind. I 


savings and, in turn, tapers off investments. 


Prior to the Second World War, in the ea rly 1940s, Dana 
Skinner ably exposed inflation, describing at length its seven 


cinds. However, dominating influence was cast by the two types 


Ei 


4 


of this monster, i.e. the monetary type and the cost-push type. 
Ironically, return to inflation a ` of life has fortified after 
the interlude of 1930s and 1940s. The monetary expounded 
°. A I š _ = é . wD £ PATE 2 2 oat 
ation has been used in ‘solving’ long-range structural 
problems, by expansion in the money supply, which has 


invariably led to erosion in currencies value. 


The depression period of 1930s w as followed by war and 
resultant disruptions. The monetary based inflation did not have 
much instant and direct impact, due to its being non-useable by 
the private sector in the prevalent situation. No immediate 
change in direction of production, price and investment value 
was noticeable. This was a short run illusory camouflage. This 
tendency cannot sustain in the present fiercely competitive 


world, that has become a global village by electronic 
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communication explosion. Now, the ong range view is 
prerequisite to subjecting an economy to monetary inflation, as 
once in trouble, it is not easy to overcome the disease and its 
distress. Essentially, therefore, long range route of currency 
inflation has become a temptation rather then ‘classic remedy’. 
The latter refers to a prescription of a dose of deflation which 
would be inevitable to root: out inefficient elements from the 
economy. Inflationary trends enable the inefficients also to 


Survive in the rising trend of prices. 


in developing he countries, which got political 


i 


freedom in the aftermath of the World War II, have alternativelv 


jen, 


fallen in the trap of economic domination by the ‘Group of 


Seven’, a nickname to the club of developed countries or 


3 


industrial economies. By the economic power wielded, they have 


nd 
merged as economic giants of the modern world. They have 


€ o 
become lenders of the first, second and last resort in providing 


‘economic assistance’. Economic exploitation has act tively been 
engineered by them, in trap of which have fallen developing 


countries, bracketed under the title of ‘Group of 70°, though 


perp 
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y are far more in number than the proverbial 70. In classical 
Arabic language, seventy refers to no limit and it applies weil to 
the title of *G-70'! With the great economic power and prowess 

Seven’ countries have virtually 
Gang of Seven’. It is ruling the world 


g% 


favour! Monetary and financial co 


of 


economy supreme and the ruling has always been in their 

ntrol being exercised by them 
has eclipsed the economic dynamics of many countries. 
Reference in this regard can be made to growth of the East. 
Asian economies recognized as ‘Asian Tigers’ and emerging as 


model of economic development for many developing countries. 
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But collapse of the ‘Tiger’ economies in no time has created 
confusion worse confounded, regarding how to ensure sustained 


economic growth and achieve reliable development. 


The instrument effectively used in the process of economic 
exploitation has been providing loans to developing nations, 
earlier under the title of aid. This was followed by the tool of 


3 
t 


ed by lendings creating 


ee 


liberalized, deregulated trade, promo 


debts uae Direct investments, followed it further, with lead 
in it given to the private sector and the multinational companies 
dominating the scene. All the three tools have been applied, by 
and sail for the sole purpose, that has been the economic 
domination and thorough exploitation of developing countries. 
Debts incurred under the guise of development aid have become 
the burden that would never lessen or be reduced. Growing 
deficit in foreign trade ae gap in the balance of payments, 
resulting into more debts to settle the maturing debts on time, 
has been greatly eroding the exchange value o 
developing countries. This is to be seen as the institutionalized 
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means fortified for massive scale of transfer of resources from 
developing countries, in the form of cheaper goods and services 
to developed countries. It has created conditions of high prices 
within and low prices without by the currency valuation factor 
fully tilted in favour of the foreign buyers. This has been 
denuding developing countries of their receding resources base 
more than anything else. The money and the cheap money has 
thus been the main instrument of exploitation of developing 
countries on the international level. Monetary inflation has been 


at its root or has been its root cause. 


Inflationary trend begins by indulging in grow owth of monetary 


assets on ignoring its close relationship with the rates of growth 
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in gross domestic product, population and taxation. These 
features need total coordination in expansion or contraction of 
the monetary assets. Out of tune increase in monetary assets 
gives birth to inflation, which soon gathers growth momentum. 
It heats up the economy and pushes it to turn sick. Growth in 


monetary assets, as it gets once out of gear, becomes a monster 
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beyond taming or control to..get subdu 
management needs rigid control and command. It cannot be 
relaxed, being prone to quickly alter the economic trends to 
ignoble. To shelter common man from economic squeeze is the 
prime responsibility of a government and not at all to prop up 


the riches. 


Political governments in developing countries mostly tend to 
be of non-representative character, as they are either thrown up 
by minority militant forces or capture the power in dubious 
manner. Some are outrightly direct dictatorial regimes. 
Capturing of power is not an end. It is a beginning. Remaining 
in power becomes essentially difficult and complex for such 
— These governments, to impress ‘benevolence’ resort to 

lusive mode of money influx. This cannot stay on line as 
movement ahead on economic track gets suddenly derailed. In 
consequence, political disruption aggravates economic perils. 
This also ignites social unrest. End result of disruption in the 
national life aggravates economic distress in contrast with other 


efforts directed towards its improvement. This scenario i 
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prevalent in a majority of developing economies. How 


equilibrium in a society through engine of inflation can be 


auged from the data provided on the next page. 
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Fiscal 


year 


1986-87 


1987-88 


1998-99 


1999-2000 


2000-2001 


Monetary 


assets and 
growth (%) 


240,023 


(13.70) 
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(12.20) 
1,206,320 
(14.53) 
1,280,547 
(6.15) 
1,400,632 
(9.37) 
1,468,959 
(4.87) 


constant 


GNP at 


cost (%) 


(3.49) 
657,044 
(2.39) 


fac 


GNF at 


current factor 


cost (%) 


2,710,396 
(11.17) 
2,906,981 
(725) 
3,130,997 
(7.70) 


Source: Economic Survey 2000-2001 
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. in million) 


Rate of 
inflation 


Oa 


3.76 


5.31 
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It is evident from the given data that difference in growth 
rate and value of GNP in terms of constant cost factor and 
current values reflect spectre of the incumbent inflation. 
Inflation has been growing at intensity not bearable by common 
man, for whom miseries of life become compounding in the 
system, instead of reduction in them. How quickly and adversely 
growth of monetary assets on getting out of proportion to 
growth in goods and services in an economy generates 
inflationary pressures is clearly evidenced from the given data. 
Indiscriminate growth once allowed in monetary assets, it 
becomes difficult to retrieve the economic situation from 
imminent debacle. This leads one to conclude that resort to 
growth in monetary assets, for whatever reason, when falling 
out of context with the growth in GNP and allied parameters, it 
becomes source of instability in the so s and emerges as 


exponent of erosion in the currency value. These evils would 


spare ultimately no one from the spread of economic malaise. 


Inflation, as explained, is a coercive tool of exploitation of 


the masses and an instrument of inflicting and expanding 


poverty in a society. It begins with the expansion that a 
government adopts to cover up its economic failures. It adopts a 


fallacy of growth and prosperity, which wrecks suddenly having 


no roots to stand and roof to shelter 


Evil of economic exploitation has now gathered a momentum 


never noticed before. About 90 percent of the global population 


2 


has come under its grip and the grip is getting intensified. 
Within the 


Ç 
similarly it has stretched among the countries with few having 
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No wonder that the market economy structure would crumb! 
soon under its dead weight bearing by a great majority and the 
minority enjoying privileges. This bears no justice, no equity 
and, as such, it is bound to get suddenly destabilized. The need 
of the hour, to save the humanity from economic catastrophe, is 
to check and end exploitation and to set on the process of 


equity. Save the mankind by eliminating economic injustice and 


deprivations. 


The growing distress in developing countries is becoming 


unbearable and its expression is vivid, by increasing resistanc 
against the existing exploitative system. The resistance is 
converting into defiance and rejection of the entire structure, in 
fortification of which the World Trade eee nisation has become 
a force behind. The course of motivation has been changed into 


force of dictation, which cannot prevail for all the times and on 


support to salvage them from poverty syndrome. Anti- 
globalisation demonstrations have taken place in important 


£ 


cities of developed countries selected otherwise as ‘safe havens’ 


oses of ‘medicine? to reduce 


Eh. 


for administering difficult 


developing economies into medieval countries and enjoy stron 


GG 


hold of politico-economic hegemony. The ‘drama’ of further 
devastation of developing economies is on. Unless the ‘law of 
comparative advantage’ is given time, space and support to 
flourish, the ‘globalisation’ process underway would divide the 
globe further in blocks to fight bitterly, waste energy and 


resources, to dump more souls in poverty cage. 


f 


Chapter 9 


MONEY, A DIRTY MANIPULATOR 
IN ECONOMY 


MONEY, to explain briefly in popular parlance, is 


everything in the faculty of sociology and so also in the 


. 4 


discipline of economics. It will remain, in short, as everything 


perhaps ever in the future in the said spheres, CORDE 
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immense influence. This underlines the importance of mone ey in 
o 


‘a 
human life and behaviour. Managing of money. therefore, both 
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as an art and as a science assumes importanc 
management of an economy. Money in an economy is like a 
wheel to a vehicle, without which the automobile would 
become an immobile aie There is no getting away, back or 
forth, from the use of money, as life blood in the body 
economics. Since there is no doing away with money, its 
judicious usage becomes the top priority for sound management 
an economy. Judicious use of money would testify a 


resounding success in gratifying the growth of a given 


— 


Another feature of money is that it has been a product 
invented for a particular purpose, to which it must remain loyal 
always and for all times to come. Money, like any other thing, 


faithfully perform. If it does anything contrary to it, that would 


create dent in its basic role and dilute its effectiveness. This 


‘then would create doubts and cause disruptions. This process 


could call for destruction of many while conferring benefit to a 
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serve its secular role. Arbitrary approaches opted by the 
authorities shatter economic equilibrium. A measure or 
yardstick of values must not have its own intrinsic value 
variations, as has been the case with money in almost all the 
countries,. developed nations not being exception either to the 

ead of this evil. De veloping economues have been found 


i 


vulnerable to slippages. Over the years, cascading value of 
Z ° 


currencies of developing economies has become a quagmire. 
This,trend has been claimed to resurrect developing economies 
towards growth. How the rising debts and consequent transfer 
of real resource from developing to developed countries can 


bring about the desired economic revival and strength? 


MONEY IS MEANS, NOT END 


ed’ as means to facilitate exchange of 


ree 


Money was ‘inven 
goods and services and also to facilitate payment in future for 


a 


the deals presently struck. This role of money energized the 
economies by mobilization of resources. It transformed fixed 
tangible assets into desired liquidity form, by which their 
ownership could dianes hands. This got facilitated by certain 


documentary evidence, known to be the title deeds, share 


certificates, promissory notes and like instruments. 


The authority to create/issue money remains vested in the 
government of the day in due consideration that it will play a 
neutral role, as umpire ensuring fair conduct in business affairs 
by the private sector. The business of the government was 
considered to be confined to managing business affairs within 
and among the states with stark impartiality. The governments 
then would not indulge in business, in trade, in industry, in 


utility services and anything alike. Nonetheless, governments 
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were expected to formulate economic policies, ensure their 
efficient execution and monitor them so as to achieve the 


conceived and preplanned results. The government was 
Ean to ensure that economy moves in a desired direction, 
perceptibly by indirect interruptions and not usually by direct 


interventions. 


The governments extended their roles in conducting 
= o 


business, running industries and organizing the services, 


trumpeting claims to induige in this pursuit for quicker and 
effective implementation of their policy framework. The 


motivation about quick results had a wrong base. No doubt 


s has its exceptional dynamism. This needs to be 


grand global experience. It has been found as an instrument of 
ruthless application in aiming at achieving certain results soon, 


Evolutionary process suits the economies most, 


s it deals with human beings, prediction of their precise 


a 
behaviour in a given situation is markedly difficult, if not 


Experiments iñ the domain of natio nalisation of resources, 
partly or absolutely, have proved to result in debacle and 
disaster. There can be no difference of opinion about such a 
conclusion. Process of reversal in course of nationalisation has 
not merely emerged but accelerated. Quick change in the 
ownership stakes has proved disruptive. During the period of 
nationalised domain, economies of several countries have 


suffered badly due to squander of the limited resources. Waste 
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of scarce resources resulted into economic disequilibrium. It 
created crisis difficult to overcome. This accentuated plight of 
the poor strata in the economy, contrary to the promise of 
providing it a better deal. Economic crime was thus enacted 


under the pretext of patronizing the poor! 


Governments have not been able to bring the best and 
dedicated talent to manage business well. Its functionaries were 
lured by unfolding opportunities of economic exploits. 
resulted in economic despair as against promised welfare. 
Absolute failure has been evidenced in conduct of the business 


2 


affairs by the governments in medium and long terms. How 


managing money! 
excessively to create distortions used by the governments in 
short and long terms. To think that the authorities would be 
judicious in its use has been a fallacy. It has been merely a 
notion, has been proved beyond doubt, particularly in 


developing economies. 


Vesting governments with power to make ‘equitable’ use of 
money, aS a means to achieve envisaged economic growth has 


not proved to be a proper system that would ensure good 


results. Use of money is meant for achieving certain rational 


objectives. These aims could not be neatly served and managed 
by the government of developing economies. How can it then 
e authorities would well manage 

money as an end? 
The governments have, however, assumed the power in 
developing countries in generai, to create money by access to 


printing of currency notes. This power prompted them to 
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the currency issuance also went on unaba ted. Once this monster 
of soft option got out of hand, it began to grow in size and In 
the process, budgetary gap persisted to expa and, so also the 


creation of money by printing and pumping of the currency. 


the governments opted for borrowing funds from the 
public. As a result, the cycle of growing debts and paying them 
off by cheaper money got into the grooves. It has been found to 
have a great destabilizing effect in managing the economy. 


The use of money dire ctl ee than a means, 
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by the government has been fraught with perilous 
consequences. Use of money is to be restricted as a means and 
that too AE and pragmatically. Use of money directly 
as an end is bound to trigger economic crisis. The governments, 
therefore, must be prevented from indiscriminately printing 
currency and use it as an end for overcomit g budgetary deficits 
and paying off debts on maturity. 

In theory, government is authorized to use money sparingly, 
of course, as a means. In practice, governments have been 


grossly indulging in using the money, liberally of course, and 
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directly as well, as an end. This has created complications 


which are beyond easy solution. 


UPHEAVALS: 


Excessive use of money by the governments, by making it 
available through direct printing of currency or indirectly by 
indiscreet borrowings, has been fueling inflation of a galloping 
character. When supply of money is in excess of the aggregate 


available volume of goods and services, it has a direct effect in 


the form of soaring costs and consequently escalating prices. 
This process exposes weak. sections of the society to greater 


economic woes and worries. The role of government as 
protector of the poorer _ is tarnished in time and by 
events. As a result, alienation between the public and the 
gevernment grows and persists with increasing alarm. 
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on 
© 
=: 
eo 
© 
aa! 
so) 
É 
3 


Distortions that shape 


Other elements of creating more money by the government 
would be borrowings from the banks, including the reserve 
£ 


bank, the development finance institutions and floating of 


several — schemes, investment and eae bonds, etc. 


means, as explained in the chapter of ‘Money supply, its 


factors and facets’. 


Neither excess money nor ‘distress’ money, the latter refers 
to less than adequately accessible volume, has rationale for 
economic growth as none carries salutary influence on the 


economic activity and social safety. The authorities are seen 
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from practices 


money supply. It is not a safety valve either for the government 


or for the common man. 


Monetary aggregates have a direct bearing on the economy. 


Careful use of money and power for its creation are extremely 
important elements. Unless the authorities abide by the golden 
principle of impartiality in managing the monetary aggregates, 


hae’ 


tilting though to a reasonable extent in ensuring a limited 


g! 

favour to the weak sections in a society, economic growth 
could not be built on sound foundations. The structure raised 
on a weak base cannot stand upright and iast for its cherished 


values. It is, therefore, imperative that the ‘Empire’ makes very 


mic woes would be found at the 
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e 
root of all political conflicts. Governments indulge at times in 


reckless money supplies to overcome political expediencies 
O 


preventing the economic problems from getting exacerbated. It 
adds fuel to the smouldering form of inflation, which virtually 
gets inflamed in short time. It creates political storm of a 
magnitude and fury that would sweep away the government of 


the day out of power. 


Imprudent use of money, being easily accessible as a means 
to overcome budgetary gap, cannot be quickly rectified. It 
grows fast by multiplier effect, due to growing resort to it, year 
after year. The government gets entangled in the cobweb of 


easy money creation. The purpose, for which government 
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indulges in printing of currency, gets ultimately defeated by 
the resultant soaring cost of production, invariably to be 
followed by escalating prices of the necessities. The 
prescription, instead of shooting out the political trouble, 
triggers the storm, which gathers momentum by liberal use of 
money creation. by the entangled government and its visionless 
functionaries. The cost and consequences of creating money 


carelessly are fraught with terrifying results. As such, 
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crapping the temptations of making the use of money direct 


t 


as an end is imperative. 


Money must be used as a motivating force in economic 
development and must not be used as a manipulating monster. 


Secular role of money can be facilitated by correlating its 


aggregate supply strictly to its equitable equation, which would 
ensure, defend and sustain economic equilibrium in the society, 
as it would check imbalance and prevent imprudence. Money 
has the role to play, in a limited scale, of being primarily a 
-medium of exchange and as a standard, a measure and a store of 
value. Money must not change its inherent value element. Great 
evils of speculation and exploitation are born of and flourish 
by dint of monetary means on value variations. These evils 
have eaten up vitals of economy and vitality of productive 
forces in the economy. Such outcome being possible by means 
of fluctuations in value of currency, it is pertinent to describe 
money as a potent force engaged in playing a role of dirty 
manipulator of economies. This bizarre role of money, causing 


disaster, should stop so as the pave the way for developing 
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economies to have a sustained and stable 
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Chapter 10 


MONEY - VOLUME 


praso 


DERES festering in fiscal framework of developing 


ec onomies en masse tend constantly to create budgetary deficit. 
This gap, unless nipped in the bud, becomes uncontrollable by 
sheer neglect o oo deliberate act of liberalism and it is usually 
filled by the available monetary means. Primarily, it has been 
instrumental in injecting variations in intrinsic or basic value of 
currency. Such a change in value of currency, as explained 


before, has often been the root cause of aggravating economic 


deprivations of the common man. 


nall to modest means. form a majority.in almost all 
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societies. Among the former, the fixed income group who take 
the lead, have no maneuverability to prevent the brunt of the 
inflation. They suffer the most by cascading value of currency. 
Besides their current incomes eroding in purchasing power, their 
hard earned savings suffer dilution. This affected lot is crushed 
between the two grinding wheels, depleting real incomes and 


diluting savings! 
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Developing countries, as a rule, have been in for a constant 
depreciation in value of their currencies. ‘Prescription’ for this 
has generally been provided by the international lending 
institutions, in a wrong bid to prop up exports of such 
economies. Since such countries would be having the import bill 
higher in value than their export account, cascading the 
currency value would ignite inflation . The tendency of inflation 
has been acknowledged as an invisible tax, which spares no 


pocket from its picking. 


The immediate consequence of reducing the value of a 
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currency in exchange parity emerges in the form of escalati 


cost of production. The gain envisaged in export earnings to 
accrue by the fall in the currency value is more than offset by 
emerging cost spiral, since Cost of aggregate imports keeps 
ahead of the exports revenue. Long run adjustments, as 


envisaged by the currency value erosion, do not come -to 
realisation as cost escalation defeats the competitive edge 


expected from erosion in currency value. 


Developing countries have administered drastic single dose 
devaluation and also experimented with the slow eroding 
currency value system, termed as floating exchange rate. Both 


the practices have given unpalatable results by lingering foreign 
e 


Depreciation in value of a currency can directly be had b5 
Bi < 


two methods, (1) devaluation and (2) managed floating or free 


9 


floating value system, that is, parity value adjustment. 
P J 


Devaluation refers to straight, relatively larger, one stroke 


depreciation in value of a currency in relation to a common 
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currency acceptable in settlement of its foreign trade and world 
trade accounts. Presently, the US dollar dominates to be such a 


currency. Euro may follow the footsteps of the US dolla 
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introduced. It usually takes place by gradually lowering down 


or it is delinkinge of 


ak om 


the value of a currency. Another term used 
of 


a particular currency of the world trade 


< 


a currency value with 
and linking it proportionately with a basket of currencies of a 


country’s foreign trade partners. It is a complicated system 


which ee introduces greater flexibility, at the same tim 
creates greater uncertainty. This system is also known as a 
‘managed float’. It is a cumbersome method which would expose 


the currency in question to greater risks. As a system” which 


at 


changes the value of a currency, it invariably infuses an clement 
of inconsistency. This feature is, by and large, unsavory for 

society and hazardous for an economy. In ultimate effect, it 
operates against the economic interests of a majority of the 
people in all the economies. Beneficiary of this system is the 
minority business class. Declining value of a currency afflicts 
an economy with losses and confers no gains. It remains in 


conflict with the conc 


iq 


pt of economic equity, Justice and fair 


play. 


Devaluation can be compared with an instant extravaganza 
while managed value could be equated with a preplanned 
extravaganza for persons in strategic economic placement and 
for the speculators in currency deals. Effects and defects of both 
the methods are similar. The first causes grave pains instantly 
while the second symbolizes slow poison being administered. 


Ultimate effects of both are identical. Managed float is not cure 
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of adverse effects. As the evil of eroding currency value gets a 
grip, it does not leave the patient in harmony or peace. Agony of 
exchange value erosion of a currency holds and hangs on with 


vengeance and brutally sucks the blood of an economy. 


It has been a general belief that devaluation of a currency, 
either in single bout or by several steady dips, tends to increase 
exports in volume and to decrease in physica 
true in a few intrinsically strong economies which are cap 
of rebouncing by some other supportive steps, instead of opting 


for the drastic measure of devaluation. Conversely, basica 
A: a 


ee on ere š f... ~ go Em < . + C 7 Z* XX 
any ‘advantage’ even in long term mechanism known as 


devaluation. 


í 


Some medium, sirength holding economies would not be able 
to come up either, as other competing economies would | 
similar means in the economic warfare. Moreover, the objective 
of erosion in value of a currency could ‘secularly’ serve the 
interests, provided identical currency laws were prevalent 
globally and varying trade tariff tiers stood thoroughly 
dismantled. Existence of such a global environment is next to 
impossible. Hence, erosion in currency value in exchange rate 
creates more problems than it is envisaged to solve. Devaluation 
shall be the final desperate act and a measure of grave 
emergency. It does not serve even in mid-term. All this sug 
opting for measure/s other than fall in currency’s value to 


overcome foreign trade deficit. Relevant measures are explained 
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assumes an ideal situation which would never exist. Assuming 
that it does exist, it will be possible to stay firmly in the 
competitive foray but for a short run. Competitive thrust will 
not last longer. Retaliatory measures by other trade competitors 
will be quick and with a vengeance. This tendency cannot be 
ruled. out. If exports would expand by inland inflationary 
situation, inflation is bound to become galloping as volume of 
goods in comparison with currency inf 

would not allow the economy a cooling and soothing influence, 


which is imperative to have steady increase of exports. 


Flurry in international efforts that have been contrived, 
converge on dismantling arbitrary deterrents created against 


forging free trade globally. Institutional infrastructure that has 


been created for the purpose, flourished in the shape ofthe 


World Bank, the International Monetary Fund, the Marshall 
Plan, military aid programmes, th ecip P trade designs for 


tariff reduction, creation of common markets and regional trade 


blocks. These have been of no big gain to developing countries, 
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become chained by massive debts in their 


acquire development. Rationalised world trade, free from 


flourished. Major players, wielding economic power, have 


< 


asserted their strength for arm twisting of developing countries 
world trade arena. All this is too obvious to deal and too 


n the 


peh y 


obnoxious to explain. 


Despite devaluation doses having been administered in the 
surgical approach or the mild medical means of treatment 
foreign trade deficit of developing countries has been 
increasing. Despite more physical exports, more value gains 


have remained elusive. As a result, foreign trade deficit has 
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become a perpetual dilemma and with it persisting adverse 
balance of payment position has remained unabated. 
Holding constantly the rational value of a currency in 


relation to other currencies in general, and of an intervening 


Fluctuations in value of several currencies every day is the 
stant factor in today’s world. As such, over-valued, under- 


aA 


alued and near-valued concepts of currency hold ground for the 
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a country holds on firmly and does not falter. If increase in 
money supply of an economy is synchronised with growth rate 

its gross domestic eee and relevant adjustment elements, 
such an economy would qualify to be holding its basic economic 
structure intact. For this to realise, budgetary position ‘ought to 


be in place, preventing deficit. 


Depreciation refers to a mild dose of cascading value to a 
currency, based on demand and supply interaction of such 
currency. Devaluation describes one big dose of depletion in 
value of a currency by formal linkage. Both of these are bitter 
in effect, more so for the common man, as this prescription 
invariably erodes purchasing power of people with modest 
means, who form a majority in any society. The purpose for 
which erosion in value of a currency is administered, is rarely 
served due to economic ground realities being in contrast’ ane 


at 


not in conformity. As a result, the remedy becomes the malady 


Reduction in value of a currency could for the time being, 
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increase volume of exports but not invariably the value 


exports. Unless depreciation in value of a currency ensures 
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e in value of foreign exchange receipts, it will fail to 
reach the goal, the immediate one being a reduction in foreign 
trade deficit. Over a time, or within proverbially no time, the 


gain’ expected to accrue from reduction in exchange value of a 
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is erased due to cost escalation arising from erod 


countries having 
the nullifying effect of short term gains sets quickly in the 
process a constant draconian devaluation! Depreciation or 
devaluation is not a remedy in real sense or measure. At some 
point in time and value, it must stop. Why then not avoid it from 


the beginning and try to set the national economy in general and 
particularly its foreign trade sector in order? How to — 
with this great issue? It is a serious business to contemplate. 

is not a gamble, a gambol or a gameball. 


pow 


Conventionally, four factors have been tried to prevent 
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erosion in currency value from its becoming Imperative Dy 


constant and often increasing foreign trade deficit. Two steps o! 


these relate to restraining imports and promoting exports and 


influencing favourably both these elements of foreign trade. 


Putting protective tariff and fixing quantitative limits of 
imports are two steps towards keeping imports within requisite 
limits. Providing rebates against exports and. concessionary 
financing relate to promoting foreign sales. A more 
comprehensive step would be exercising foreign exchange 
contro! with rigidity and sparing none from its strict 
application. It would cover both, imports and exports. These 
four features have been in vogue for a long time. But these 
could not ably address the problems and could not redress the 


situation from worsening. Controls, exercised in any form, breed 
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corruption, give undue powers to the bureaucracy and pollute 
the system. In this scenario, major beneficiaries of controls tend 
to be the corrupt government functionaries and their like, the 
business people. These bad coins would drive honest officials 
nd business people out of professions. A big disadvantage of 
this system is that the flourishing corruption is considered to be 
a greater evil than depreciation/devaluation of a currency. As 
such, ‘free’ trade, with its allie d exploitation, is preferred. it is 


not less damaging in effect either. 


Before making a reference to a remedy available; it would be 
in order to have a brief review of the economic debacle arising 
from depreciation/devaiuation of a currency's value, 
particularly of developing economies. 

(a) Consistent decline in value of a currency promotes 

n tendency of rising imports as importers are ensured of 


imported goods reach their 


cD 


gains oy it. By the tim 


a 
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destin local currency receipts would tend to De 
larger than what is paid at the time of imports, due tc 
declining value in exchange. Quick imports and quick 


they make more 
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advance payment are prompt 
profit, with currency value fall being consistently 


followed. 


JON 
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Production cost of goods and services would be 
escalating by devaluation, in case of imports. having 
inelastic tendency and also being larger than exports. In 
the process, unrestricted imports would ultimately 


become economical than domestic production over a 


(e 


time. This would adversely infiuence the domestic 


a 


ë 
industrial base and damage its structure beyond repair 


would be more quantitative dispatches rather than 
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would promote resources transfer to foreign (buyer) 
countries and denude the domestic (seller) sector. 
f future industricl installations, promotion and 


£ 


production tends to increase considerably and at times it 


would nullify the extent of margin created by erosion in 
the exchange value of a currency 


er to delay remittances home, 


contrast importers would prefer to hasten their 
remittances abroad. Both would give windfall gains in 
local currency and prove tempting to aggressively 


undertake the practice. As a result, foreign trade deficit 


would continue to grow. 
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The gain, becoming unearne 


due to mere erosion in value of local currency, would be 


so tempting that it would induce importers and exporters 


to keep part of their trade money abroad and achieve 
constant rise in domestic currency amount. Known as 
under-valuation of exports and over-invoicing of 


ot checked by higher taxation and levies on 


s v 


mports, if 


n 
imports and exports, these evils tend to flourish and 


grow fat. It would hit the balance of payment position 
harder than is seen in t e foreign trade balance account. 


Both areas would be receiving bitter blows. 


Erosion in value of a currency, once set in motion, would 
1 


know no limits. It would become a chronic ill, eating up the 


vitals of an economy and push it into perils. 
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WHAT MAKES FOR SAFE SAILS? 


The problem of foreign trade deficit can be tackled safely by 
increasing exports and containing imports. This implies to 
import substitution and exports acceleration strategy design. It 
would depend on exploiting the domestic resources and its 
potentials more efficiently. This would improve the competitive 
edge as well. No other or better alternative exists to this 
pursuit. Competitive capability can be acquired by cutting down 
the cost of production besides improvement in quality of 
and services. The latter will follow the successful efforts 


primarily in reduction of costs. This then would become evident 
a 


s the most potent means to achieve the ends. 


The primary measure in holding the costs constant, if 
reduction is not practicable, will be to retain value of a currency 
intact. Simultaneously, proper assessment is required about the 
potentialities of the national resources. This has fo be followed 
by efficient use of the available resources in production 
activities and exploiting them in a befittin ng manner. Proper 
survey of the resources, assessment oi potentials and 
coordinating the efforts of the known five factors of production 
in a systematic manner are the prerequisites. The law of 
comparative (natural) advantage would emerge duly assertive by 
application of the appropriate technology and imaginative 


coordination, so as to combine the natural resources, manpower, 


management and technology. There is no short cut to it for a 


swing to safe sails. All other measures have proved to be mere 


shortcomings. 
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industry and resources base to 
keep their economic stakes more abroad instead of using them 


gainfully within. It promotes capital flight and compeis a 


assumes the plight of growing resource drain. The business 
becomes, in the given situation, prone to opt its activities by 


y 
borrowings rather than rely reasonably more on equity based 


Monetary inflation, emerging from fiscal deficit, serves as a 


f the malady, compounding in the form of resource 


indebtedness from domestic and external sources. Beating 


rsued by increased interest 


ë 


monetary inflation is traditionally p! 
rate or mark-up. The latter is a substitute word coined for 
convenience to avoid the term of ‘interest’! It is usually 
described as ‘Islamisation of interest’. Increased financial 
charges would invariably increase the costs of production and 
distribution, as it adds up by all-round enhanced borrowings for 
business. This tendency encourages borrowing base and 
diminishes equity scale further. Local investors of modest 
means in the prevalent situation would give up investment in 
shares and would prefer putting surplus funds into interest 
bearing schemes attracting savings. Equity investments would 


be fetching less than economic return. Equity will be subject to 
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greater risks and can fall victim to the growing hazards of value 


deterioration. 


Depreciation or devaluation of a cur rrency impinges on 
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national economic interest in several devastating form 


shifts them abroad, away from home. As 
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investments become shy and dry within and go into hiding in 
foreign lands, usually termed ‘safe heavens’, which actually 
£ 


tend to be ‘dangerous hells’. It impairs fiscal good and thrusts 


deficit galore. It ignites monetary inflation and escalates 


cops 
y 
= 
re 
sas 
P 
ep 
© 
en) 
4 
me 

a 
= 
ta 
-n 
CD 
Ww 


interest rates on borrowings in run to curo 


wo 


up the cost of production and the price line goes on upbeat. A 
this. process gathers momentum, in no time, it tends to severely 
dent savings, investments, job opportunities, exports, etc. It 


compounds socio-economic problems and leads to political 


Increase in interest rate and cost of production, when 
gain’ in exports by the scale 
f a currency. Practically, it 
A 
increase in volume of goods in exports, without corresponding 
increase in value, carries no sense, more so as it decreases the 
volume of goods to be available within. It germinates inflation 


of a galloping magnitude. 


4 


interest. The banks do not give return or ‘profi 


magnitude with the prevalent rate of inflation to those who put 
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money in saving accounts with the banks. The household sector, 
which mainly contributes savings to the economy for 
investments, will fall victim to deprivations. The long term view 
of enhanced exports or competitive edge in exports will not be 


attainable by this phenomenon. 


Erosion in value of currency operates as the most powerful 
engine of economic exploitation of the poor sections in a society 
and of the ‘developing’ countries in the community of nations. 
As resources transfer, from the poor to the rich, takes place 
within an economy, similarly it takes effect from developing to 
developed countries. 
and directives have 
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been changing but the fortunes of developing countries have not 
changed. The freak manifestations of growing rich by some of 
the developing countries have been by means of bigger 
borrowings, which can instantly erase their ‘richness’. Borrowed 
benefits cannot be of lasting values and effect. These can be 
altered in no time. These would melt like ice in summer. 

ige in value of money was not invented for this ‘flexible 
role’ maneuverability. It won universal acceptance basically on 
the virtue of being the medium of exchange, the unit for 
measure and the store of value and the means to settlement of 
accounts. If its secular role is impaired and the measuring rod 
itself becomes fluctuating, how would it serve the canon of 
equity, justice and fairplay. Variation in value of money has 
been the root cause of great exploitation and means to robbing 
of the poor by the rich, in man to man, in group to group and in 


country to country relationships. 
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Economic exploitation, carving lasting effect and being deep 
rooted, creates increasing realisation of deprivation of a 
majority at the hands of a brutal minority. This has been due 
obviously to money changing its basic functions and getting 
increasingly involved in a dubious role. 

Several countries, time and again, adopted the strategy to 


reduce the value of their currency in pursuit o 
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their sagging economy and restructuring them on sound 
This has not proved to be the remedy, as the rot of cascading 


currency value, set once, would perpetuate and no steps to. 


Pan x 
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retrieve it from persisting lapse would be easily available. 
roded value a currency tends to evaporate the val 
savings and discourages them. In order to protect the value of 
hard earned and saved money, no erosion in the value of a 
currency should be allowed. Steady or outright devaluation 
promotes speculative tendencies, which spreads inflation, or it 
creates undue demand for foreign currencies. Both events 
escalate erosion in currency value. As a result, the productive 
investment process becomes a costly proposition and suffers 
setback. As a consequence, economic growth becomes stunted 
and planne d development gets derailed. Both these aspects are 
exceptionally damaging to the economy and also the cause of 


uncalled for cascading value of a currency. 


Erosion in the value of currency within is created to balance 
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the budget. But it becomes an elusive goal. Bu 
then goes on bulging by rolling over the debts, which tend to 


Ë 
swell debts and debt servicing. As a corollary, bouts of currency 
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parity value with foreign currencies, is adopted to improve 
foreign trade position, that is, to check and stop widening of the 


foreign trade deficit. But this approach has not been found 
helpful in scores of cases. Developing countries, afflicted with 
higher imports and relatively lower exports, would rarely be 
able to reverse this trend merely by means of cascading the 


value or administering straight away single stroke devaluation 


of their currencies. 


In brief, the prescription applied to realign the value of a 
currency, so as to cut and eliminate the budgetary deficit and/or 
to improve foreign trade balance, so that it tilts the balance of 
payments position also in favour, has been of little material 
gain. ‘On the contrary, it has been found more damaging in both 
these directions, otherwise intended to be improved by means of 
' value adjustments. This has neither been a remedy, nor 


ek 


instrumental in making the malady deep rooted, from which to 
b 


get out for an economy would become next to impossible. The 
solution is to have stability.in value of a currency so that its 
`hange value is protected from vulnerability of 


fluctuations. 


CASE STUDY OF PAKISTAN 

A look at the situation of Pakistan holds testimony to the 
conclusions drawn earlier as true. During May 1972, for 
instance, Pakistan devalued its currency (rupee) by massive 
130/43 percent in exchange parity with US dollar, with a view 
to set right the persisting adverse trend in its foreign trade 
balance and consequent upon it on the balance of payments 


positions. Since the beginning of 1982, Pakistan has preferred 
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adopting another system, the ‘Managed Floating Value’ of its 
rupee to reflect regularly ‘regulated realignment’. The value of 
rupee has since been linked with a basket of currencies, 
weightage of each such currency is carried in proportion to its 
trade value and allied transactions with Pakistan. Had its 
prescription been proper or suitable, it should have succeeded in 


giving the desired outcome. It did not. To be precise, it failed 


vividly. 
In the process, the foreign trade deficit has been incessantly 
on the increase, at times in alarming magnitude. This comp led 


administering of considerably bigger doses of one time 
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devaluation of the currency value. The methodology o 


value 


poms, 
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erosion paid no dividends. On the contrary it became a penalty, 
n the form of diluted forex receipts from Exports and 
simultaneously escalated cost of imports. Ignonimous or 


erroneous indeed has been the practice of eroding value of the 
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related basket of currencies was set in operation with effect 
J 
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EROSION IN RUPEE VALUE 


VIS-A-VIS 


Fiscal year Rupee to one US$ Foreign trade deficit 


(in million US$) 


pte pago 9.9] 

1981-82 10.55 3158 
1982-83 12.71 2989 
1983-84 13.48 3324 
1984-85 15.17 3552 
1985-86 16.14 3042 
1986-87 17.18 2294 
1987-88 17.60 2557 
1988-89 19.22 2573 
1989-90 21.45 2485 
1990-91 22.42 2483 
1991-92 24.84 2236 
1992-93 25.96 3267 
1993-94 30.16 2000 
1994-95 30.85 2537 
1995-96 335 3704 
1996-97 38.99 3145 
1997-98 43.20 1867 
1998-99 46.79 / 50.05 * 2085 
1999-00 51.77 1412 
2000-01 ` 58.44 1746 
2001-02 62.10 


Source: Economic Survey 1999-2000 
* composite rate, two tier structure introduced trom July 1998 and subsequently 


replaced by market based unified exchange rate from May 1999. 


No material gain accrued in arresting the foreign trade 
deficit of Pakistan by pursuing painful and persistent erosion in 
the value of rupee as it was administered over these years. This 


proves beyond doubt that eroding the value of a currency is not 
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a remedy in rectifying the adverse foreign trade equation. 
Remedy needs be searched, as it would be somewhere else. The 


solution lies elsewhere. 


In order to beat the biting nature of foreign trade deficit, a 
country would need to correctly assess its potentials for 
production of goods and services and put them to their most 
fficient use. The law of comparative advantage has not yet 
been dumped to redundancy, but its importance has been 
reduced due to explosive infusion of technology and its 
advances. This has gathered a momentum in developed countries 


f population growth rate to zero. The 


promising resources. There is no alternative to embarking on 
such a journey with zeal and intelligence. Currency value 
erosion is an anti-savings and anti-investment drive and, 
therefore, it is anti-economic growth and anti-development. 
Declining currency value has been pro-inflation. As such, it has 
cast escalation effect which acts abortive to real economic 
growth and genuine development. Floating value system of a 
currency practically epitomises a slowly sinking ship, reducing 


it ultimately to wreckage and rava 


da i 


Erosion in the value of a currency goes fully in favour of 


foreign countries, specially developed economies. Hence, it is 


os e 


being forced by developed nations on developing economies 
throug the means of economic assistance, under several 
misnomers, such as aid flows for restructuring or structural 
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changes, social uplift, weifare of tne people and so on, using 
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Aid, trade and investment ‘support’ measures, introduced in 
the given sequence over the past, have ultimately been directed 
to the resource squeeze of developing economies. It has been a 
tightly set debt trap, culminating into increased indebtedness of 


Fi 


developing countries and consequent currency value erosion, 
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generating massiv esources to developed 


economies. 


A reference to overgrown foreign debt of Pakistan, despite 


persistly lowering rupee exchange value with US doll 
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other currency is a case in evidence. 
IGN ECONOMIC ASSISTANCE, 
T SERVICING 
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(in million US$) 


cal -> Economic External debt Debt Net inflow 


ee assistance outstanding servicing of economic 
disbursed : assistance 
1985-86 1.525 11,108 906 622 
1986-87 1,399 12.023 1,101 299 
1987-88 1,824 12,913 ay bL] 707 
1988-89 2,619 14,190 1 ae) 1,494 
1989-90 2,342 14,730 |. 252 1,110 
1990-9] 2,156 15,471 1,316 840 
1991-92 2,471 P3304 1.513 958 
1992-93 2,493 19,044 1,648 845 
1993-94 2,949 20,322 1,746 855 
1994-95 2,600 22 1: 2 2,042 . 558 
1995-96 2,565 22; 292 2,136 413 
1996-97 2 233 22,509 2,265 (32) 
1997-98 2,801 22,844 24909 448 
1998-99 2,432. 25,423 bes 30 902 
1999-2000 1,428 23,399 E e 2 (84) 
2000-2001 1,740 26,889 1,632: 108 
(Estimate) | 


Source: Economic Survey 2000-2001 
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During the past 14 years at a stretch, aggregate economic 
assistance disbursed was US$ 36.708 billion while the net 
inflow of economic assistance added up to US$ 10.043 billion. 
As compared with it, the aggregate external debt rose by US$ 
15.781 billion in this period. It was despite repayments on debt 
and its servicing at US$ 25.174 billion. This underline the fact 
that no perceptible gain- accrued by borrowings, termed as 
economic assistance from abroad . Indebtedness had been on the 
consistent upbeat though hee has been substantial debt 
servicing payout. This clearly represents the debt trap that is set 
and the consequent squeeze applied on resource position of 
Pakistan. It has been of denuding ell 
should be paid in the form of cheap goods and services to the 
lenders. This has been instrumental in creating an obnoxiously 
massive resource transfer to lenders from the borrowers. This 
has been creating cians resource crunch to the borrowers, the 


developing countries. 


External debts, as seen in the given case, have consistently 
been increasing and with it the debt servicing. Erosion in the 
value of rupee to US dollar has not been of substantive 
advantage in reducing the foreign trade deficit and the foreign 
debts. On the contrary, surge in deficit of external trade and of 
external debts has been simultaneous and turning more viciously 
assertive. This is bound to claim, not just the proverbial pound 
of flesh but swallowing up everything, even crushing the bones 
‘of the borrowers so as to get everything extractable out of these 


victims. 


Prima facie, data contained in the preceding table portray 


billion by 2000-2001 


a 


u 
increasing, reaching to US dollars 26.889 
ë 


from dollars 11.108 billion in 1985-86. This means an increase 


a Cia Su RTOS Re b ee (NE a pS PRA Cv ee 


Money — Volume and Returns 151 


of 142 percent, on averagë 


payment of principal and interest as debt servicing regularly. 
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1987-88, the quantum 
of ‘economic assistance’ has been steady. But the net inflow has 
decline. Its net Support was peanuts 


irbingly and 


therefore, the net economic support has been too meager to give 
a positive shot in the arm of Pakistan economy. On the contrary, 
foreign debt has become a burden, growing each year out of 
proportion and forcing more and more cut in currency value so 
that the mounting payment of debts becomes an uphill task. This 
is bound to culminate in mortgaging the nation’s economic 
decision making to the whim and will of the donors! it 
underlines a cruel form and design of economic imperialism, 


structured shrudely by the politico-economic imperialists of the 


tment to it is strong but mute. It needs to be diffused 


debts and more tha 
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Due to the surge in fore 


jump in rep payment of such debts, the budgetary 
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position of the indebted economies has been thrown into 
disarray. Budgetary deficit has been bulging, going beyond 
control to contain it within limits. This situation has compelled 
increased borrowing from within and recourse to fresh currency 
injection without supportive justification. As -a result, the 
national economy has come under increasing strains. Budgetary 
deficit and gap in foreign trade mostly run concurrently and one 

the reason for the emergence of another and vice versa. These 
evils take roots by neglecting the stabilising value of currency 
at constant level. Such a neglect compounds into criminal forms 


of activities as it prompts such tendencies. 


132 I Equitable Monetary System and Structure 


INFLUENCE OF DEBT SERVICING 
ON BUDGETARY POSITION 


(Rupees in million) 


Fiscal Revenues Expenditure Deficit Debt 

year servicing 
1985-86 89,877 134,463 41,644 19,734 
1986-87 103,873 . | 152,402 46,710 23,955 
1987-88 117,021 ` 180,373 57,563 33:238 
1988-89 139,108 201,176 56,879 38,132 
1989-90 158,805 221,645 56,060 46,713 
1990-91 171,777 260,970 9,193 50,048 
1991-92 231,503 321,474 89,970 62,401 
1992-93 241128 348,653 107,525 78,805 
1993-94 277-734 364,913 92,179 90,900 
1994-95 322,932 428,284 105,352 97,246 
1995-96 380,680 518,099 137,839 132,529 
1996-97 384.331 540,919 156,588 161,155 
1997-98 429,454 634,014 204,992 202,356 
1998-99 468,601 647,777 179,177 220,100 
1999-2000 536,832 743,632 206,800 265,742 
2000-2001 570,600 756,300 185,700 255,600 


(Estimate) 


denoting steep growth in foreign debt repayment and servicing. 


Over the years, it has gone on increasing, rising in proportion to 
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the balance of payments 
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foreign t 
position has turned persistently adverse. This tendency has been 
eating up the vitals, leaving no room to rectify the situation by 
means of normal economic activity. Its solution has been seen in 
the ‘sale of family gold, diamond and silver’, that is the 


e assets of prime economic services. Banking and 
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fallen prey for equity interest transfer from the state to foreign 
investor! What a bad swap of debts to equity? Funds generating 
from sale of such key assets have to be earmarked, in all 
priority, to pay foreign debts and in this precedence has to be 


attached to the high rate debt servicing. Sale of scar 
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pertaining to the key sectors has virtually expose 
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v 
economies to the cost of production becoming absolutel 
subservient to foreign dictates. The debt trap so laid has 


resulted in total political subordination and economic 


K) 


subservience. Prosperity, growth and economic progress have 
become foreign to affected developing economies, chained to 


slavery of all sorts. 


Debt servicing accentuates the budgetary imbalance. It has 


been inflicting increasing budgetary deficit to balance of 


payments position. Concurrently, these tend to run riot instead 
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bringing turmoil under control. It 
trends turn steadily favourable. This has been clearly evident 
from the scene witnessed in the balance of payments position of 
Pakistan. Foreign trade deficit has been fueling borrowings and 
such borrowings becoming bizarre, involving increasing 
incidence of debt servicing and debts repayment. Inter effect of 
budgetary and balance of payments has created a situation of 
fiscal and monetary policies go haywire. Trends in other 
developing economies seem to be similar to seen in Pakistan, 


with some degree of difference. Balancing of both is inevitable 


for sustainable fiscal and monetary policy mix. 
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BALANCE OF PAYMENTS POSITION 


(In million US dollars) 


Fiscal Foreign Current Foreign Foreign debt 
year trade account debt gross 
deficit deficit servicing disbursement 
1987-88 55 7 1,682 BIT 1,824 
1988-89 AaS a ~ 1,934 1,125 2,619 
1989-90 2,485 1,891 1232 2,342 
1990-91 2,483 2171 1,316 2,156 
1991-92 2,236 1,346 F:5 413 2,471 
1992-93 3,267 3,688 1,648 2,493 
1993-94 2,000 1,965 1,746 2,549 
1994-95 2.537 2,484 2,042 2,600 
1995-96 3,704 4,575 2,136 2,565 ` 
1996-97 3,145 3,846 2,265 2,229 
1997-98 1,867 oot 2,253 2,801 
1998-99 2,085 2,429 1.530 2,432 
1999-2000 1,412 1,143 1512 1,428 
2000-2001 1,109 672 1,632 1,740 
(upto March) 
Source: Economic Survey 2000-2001 
There has been a marked rise in foreign debt servicing vis-a- 


vis gross foreign debt disbursement. As a consequence, net 
foreign economic assistance has been on a steep decline, despite 
gross disbursement steadily going up. Obviously, increasing 
stress of debt servicing has to be arranged through sale of goods 
and providing services at throwaway prices. This has been 
construed in the form of consistent erosion in parity value of a 


currency in exchange with currencies acceptable in settlement of 


* 


foreign trade accounts. 
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AN 


their enhanced servicing are bound to become a drain on 
resource position and consequently dwindle self-sustaining 
le 


revenue generation. Need to supplement resources through 


costly borrowings would persist with awful immediate and after 
effects. This is bound to lead to the surrender of economic 


olicy making discretion and direction. This will ultimately 
H for sale of scarce and valuable assets in key economic 


sectors to the foreign interests so as to pay off debts. This way 


pousant 
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spread the brutal form of economic imperiali 


The prevalent monetary system has been woven to be a 
powerful apparatus in firm yet less visible spread of economic 
imperialism, by putting chains to developing economies in the 
form of surging debts and unsettling stress of debt servicing 
After the Second World War, the winners and the losers became 
allies. They designed a framework of their rehabilitation to 
become robust by economic plans exploiting the globe. Their 


former political domain, in the form of colonies, has been 


transformed into economic domain of distinction, in the form of 


invisible imperialistic hold. Over the years, it has become 


explicit from implicit. No wonder then if its crude and cruel 
extension explodes into Third World War, by non-acceptance of 
currency domination and refusal to repay huge debts incurred by 


err 


developing economies. War could engulf two distinct domains, 


< 


popularly known as G-7 and G-77 groups of countries. Every 
one of us should be wary of such an eventuality and must try to 
obviate it. That is possible by making money secular, in letter 
and spirit, in theory and practice, in principle and pursuits. No 


other way exists to exit from destruction that is looming large. 


THE primary role of money | 
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to the flexibility thrust on its value mechanism. As an 


pasta ment, it was basically accepted to be a measure ol value, 
so as to facilitate exchange of goods. It has become debased by 


introducing changes, at times on a wide swing, in its value. 


“Due to demerit of change in its value, repl acing the merit of 
holding the value intact, roles of money to serve as a standard 


r 


and a store of value have also fallen flat and become dubious. 
So also its secondary functions, that of a unit of settlement of 


accounts and debts, have too become devoid of the real vaiue 


If the intrinsic value of 
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supply situation are arbitrarily influenc ced for a change in the 
1 a h 3 


direction of value, up or down as desired, the currency becomes 


nothing more than several other commodities. Invariably money, 
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ge 


W 
globally beyond national frontiers 


. 


and products, particuiarly at the places which have well 
d 


within the country and globally, money has now become a 
product similarly being freely traded. Like those f 
special commodities, products, metais, etc. market places and 


centres for currency transactions have also flourished in mega 


Money in principle or effect cannot be a commodity, as it is 
being now treated and traded. Commodities and goods satisfy 
human wants by their consumption and usages. Money in itself 
cannot do so. Money can buy commodities, goods, services and 


many things more. But it is not consumed or used directly in 


t 


‘>If. It is a means to achieve ends. It cannot be construed a 
end. As such, money cannot be a commodity and accordingly it 


deserves to be treated. Money markets have infact become more 


powerful, due to their excessively speculative tendencie 
Money is there in every country, unlike commoditi hich h 


Qu 


specific sources and regions and are not as common as money is 
all over. Production of commodities tends to be a natural 
phenomenon. Its cycle tends to set off wild fluctuations and 
offsets wild swings. Nature has always been bountiful and 
beneficient but human behaviour cannot be precisely rational 
like nature, as it is usually backed by need, greed, love and lust. 
Human history bears testimony to love of mone y being brutal 


and highly devastating at times. Love for natural products has. 
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never been cruel alike. Natural destructions tend to lay roots for 
the rationale reconstruction which quickly follows the ruins. 
Human functionaries or mercenaries do not perform in similar 
manner. Men usually learn by observations, experiences and 


experiments. Nature bears insight and its acts conform to 


wisdom. 
No commodity can rationally play the role of a perfect or a 
quasi-perfect measure and a a profound protective store of value. 


Even the most precious metal gold, being almost free from 
depreciation, could not play this role perfectly. According to 
monetary history not one, but several commodities were tried to 
play the role of medium of exchange e of goods and services with 
efforts to keep their value element firm. Leath jer, silver, some 
other metals were used from time to time as medium of 
| exchange but all of them failed to maintain their value intact. 
They could not hold against onslaughts of twists, turns and tests 
of times and events. All of them failed, one after another, and. 
eventually became part and parcel of the group of commodities 
and products, subject to trading and change of ownership 
through the medium of money/currency. Ironically, the same il] 


fate has now overtaken the money, which has been reduced to 


e 


the status of a commodit ather worse than that, as its supply 
line is artificially and rarely artistically drawn. As such its 
strength has diluted and it is rendered incapable to hold in itself 
the finest virtues of being a meaningful measure, a sound 
standard and a safe store of value. Money has virtually lost 
these virtues and has, therefore, lost its vitality, veracity, verity 


< 


and verve. Money has lost its face and canno t hold on to the 
e of being the genuine medium of exchange 


olutionary rol 


with quality of being a precise measure and safe store of value 
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for other goods and services to be exchanged th 
medium. 

In this situation, one who holds the power and commands 
authority to expand and/or contract currency could be the major 
beneficiary while others would be reduced to function as its 
puppet. The greatest puppet show on the earth relates to the 
money/currency game that is going on since years, with growing 
intricacies. It is part and parcel of the great gimmick which 
tends to end with the greatest exploitation of weak groups 
within the countries and poor countries within the community of 


nations! 


Change in value, that is, the purchasing power of 
money/currency benefits its ‘creator’, being the government of a 
e power of creating money is assigned to 
an autonomous bank, by the name of State Bank, Central Bank, 
Reserve Bank, Monetary ' Agency or Authority, etc. Practically, 
the power rests with the governments. The governments can 
‘create and/or erase currency/money as and when it suits their 
motive of holding power! In developing countries, the revenues 
that the governments want to raise through fiscal measures 
almost perpetually fall short.of their needs. This is often due to 
their liberal spendings, mostly .of unproductive type. Such 
authorities are then found indulging grossly in nor of more 
money and pumping of additional currency, facilitated by 
printing of paper currency notes. Inflow by growth rate of 
money/currency being higher than the growth rate of gross 
domestic product has been, by and large, it has been responsible 
for the cascading value of currency. This heats up inflationary 
tendencies and with it prices flare-up takes place. The cost and 


consequence of pumping more money culminating in the form of 
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high prices, creating spectre of more money chasing relatively 
less goods, is paid by none but the common man. He gets hit the 
hardest by the spiraling cost and suffers the most by escalation 


in the price line as the increase in price is more than his income 
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level. The decline in the purchasing power of a currency 
leads inevitably to the decline in standard of living, as the cost 
of living is pushed up. 


Creation of money keeps growing. It is not like commodities 


and crops which have cyclical seasonal trends. Money suffers by 
persisting downward adjustments. Its value continues to erode, 
often within a year and year after year. Thus value of a currency 
consistently cascades. Erosion in purchasing power, de e 
baffling ripples spreading around, becomes almost impossible to 
check and prevent its process. There seems to be no end to its 


extension. 


The first adverse step, emerging from the growth rate of 


"i 


onetary assets, is that it becomes higher than growth rate of 


£ 


gross domestic/national product. 
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the prices of 
necessities. This directly hits all strata of a soc iety but with 
greater intensity on a majority, consisting of poor and middle 
classes. Once the value deteriorates within, it also gets reflected 
in currency exchange parity value. Once the rot sets in, it gets 


Pad 


roots, grows fast, rules ruthlessly, perpetuates with brute force 
and pushes an economy into perils. Steering out of such s stormy 
waters becomes next to impossible. Its growing burden sinks an 
economy and sets in sequence growing strains and stresses to 
the society. 


As money, in most countries’ case, particularly of 


developing countries, has lost the perfect performance of its 


a 


Money Mere a Commodity Now! 161 


position took a long time and went through toughest trials. 
reached perfection in well defined basic roles of being a 
medium of exchange, a measure of value, a store of value and a 
means to settle debts and accounts. From this glory, it has fallen 
miserably due to fall in its intrinsic worth, by means of 
predominant expansion and exceptional contraction in volume of 
currency. It may need centuries, if not an infinite spell, to 


1 


search a suitable substitute to money! What to do in the 
ntervening period? It cannot be affordable to live without 
money, despite its pitfalls in its intrinsic value. In the 
interregnum, it would be imperative to take solid measures 
safeguarding the intrinsic value of money so that the gain to a 
few at the cost of many does not dominate the national scene 
and stretches through this system to the international network. 
There is no substitute for such a search, which must engage the 


best brains. 


HOW TO HOLD MONEY VALUE! 


Holding the value of money intact is imperative for 


justice and political fairplay. Nothing 
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i 
at 


economic equity, social 
short of it can deliver any of the listed virtues at any given 
time. To keep prerequisite balance in the said three distinct 
disciplines or dimensions, i.e. economic, social and political, is 
a priority which can be served the most or the best by 
preserving a given value of money and putting up proverbially, 
come what may! This can be the beginning of a climax to 


monetary economy and end to its malaise. Money was never 


invented to conduct economic, social and political crimes 
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against the society at large while conferring benefits to a few. 
Changes in the value of money, dominant by persisting decline 
in developing countries, has been the primary cause of conflicts, 


inflicting miseries through deprivations to majority. 


Infusing stability in value factor of a currency is sine qua 
non to inspire development interact for sustained growth to an 
economy. Sustainable social welfare and economic prosperity 
cannot come around without affixing stability to the value of 
currency and assigning it a propriety, a priority. 

Rationalising the role of money pre-empts its artificial use 
as gadget to expansion and contraction of currency. Let 
economic forces alone determine the direction of currency 
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f 
and the rate of return. Let the market forces of demand and 
supply determine the value of all products and services in their 
respective spheres. Unless money holds on to its basic value; the 
moral and logical serene flow in the relevant sector/subsectors 
would not be sustainable. The growth rate of monetary assets, at 
the most, needs to be rigidly linked with the growth rate of 
gross national product at constant factor cost for a given year, 


with requisite elements in adjustments. This theme is elaborated 


later, as a perfect instrument to hold value of money intact and 
leave it to play purely its role of a medium of exchange and 


money would preserve lasting strength as measure, standard and 


store of values. 


If need be, some flexibility can be introduced, replacing the 


strictly rigid regime of expansion in money/currency alone by 
the growth rate of GDP/GNP. Additional elements to be 


"I 


introduced would be the rate of population growth, as it would 


create a proportionate extra demand for money. This means that 


the growth rate of the GNP at constant factor cost and growth 
rate of populat uld combine to determine the net growth 


rate of money and its availability for a given year. This system 


ent 


would balance out demand of money and keep it at a constan 
factor and also ensure that money supply does not fall short of 
the rational requirement. 

Liberty cannot be taken to expand aggregate money supply 
in relation to growth rate of gross national product at market 
prices. This would prove perceptibly inflationary in effect. 


Inflation cannot be beaten away by more inflation thro 


eet! 


ugh 
liberalised money supply. Meaningful controls in expanding the 
supply of money assumes a priority in putting an economy on 
stable tracks. Contraction can also create problems, as it may 
result in the form of reduction in production of goods and 


services due to artificial decline on demand side by curtailing 


tarving the economy of its rational monetary needs works 
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averse to economic growth. Similarly over supply of money 
resource would adversely affect the trend by more money in 
chase of relatively low growth in goods and services. 
Consequent price rise would prove inimical to the society and 


would not be supportive to the economic growth. 


A fine line of balance can be struck through judicious 
growth rate in money supply, keeping it compatible with the 
growth rate of GNP plus the rate of population growth, etc. It 
would suffice to meet squarely the rationalized requirement of 
money without prejudice to any sector/subsector of the 


economy. 


Chapter 12 


REQUISITES TO 
MOENTARY POLICY 


MONEY plays the role in economics like blood in body. Due 
to such a significance, fair flow of money in the economy is as 
imperative as normal flow of blood for preserving good health. 
Keeping this importance in view, it appears, the proverb ‘health 
is wealth’ was coined. Indeed by putting money in its proper 
place, particularly with reference to its intrinsic value element 
t, economic balance can be fairly maintained on national 
and global levels. It is imperative to strike and keep such a 

nce. In other words, it means to hold the equity high by 
holding the value of money intact. Rise of tyranny in a society 
can be nipped in the bud by striking socio-economic values in 
balance. Which of the two spheres i.e. social and economic 


values, is to be secured first, in priority? The answer would be 


[s a 


economics. in economics, money matters the most, being the 


principal or major instrument c 


to economic 
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interests. There could be no better substitute to economic 
interdependence. Socio-political unification would follow 


economic integration. 


The monetary policy being pursued under the present system 
revolves round the artificial, that is, man created exigencies for 
augmenting or contracting money supply. The chain of action 
and reaction is thus unleashed for adopting a desired direction 
by various means applied to increase or decrease aggregate 
money supply. The primary instruments traditionally applied in 


this ursuit tend to be the rate of interest, legal reserve 
5 Ss 


requirement, credit-deposit ratio to be maintained, cast 
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to be observed, mandatory credits to be extended, etc. The latest 
tool being increasingly applied is known as money or open 
market operations, in which the central bank buys and sells 


instruments of debts aimi ng at keeping the aggregate money 


Aggregate money supply maintained at a required level will, 
it is assumed, ensure sustainable growth and development of an 
economy, almost free from stresses and strains. This then 


becomes the basic objective of the monetary policy, in pursuit 


Velocity factor of money, an element ir variation of 
aggregate money supply will not be, by and large, a factor to be 
in full control of the money managers. Swings in the velocity 


3 


factor would depend on its availability in formal and informal 
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ectors of an economy. Both reflect mark: 
developing world. Informal sector being volatile in developing 
countries, monetary policy remains a guide at the most and not 


an entirely controlling force. The ability to enforce a particular 
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monetary policy in the circumstances prevalent at a point of 
time in developing countries is not a whole truth, not even a 
total myth either. To claim control in such situations resembles 
romance. Such romance remains interesting yet pains striking, 
because the majority forming poor segment and shelterless 


sections have to suffer the most. Perhaps, poverty and romance 


remain inter-linked metaphorically. 


Recalling the purpose of monetary policy, it demands 
dealing with each of its objective to a minimum extent. The 
primary pursuit of monetary policy would be to ae inflation 
rather than first create it and then beat it absolutely away. 

Inflation, when it dawns once, turns out difficult to tame and 
goes on growing, galloping. It saps the social fabric and creates 


unbridled economic crisis. Unbridled inflation causes growing 


gulf between the haves and have-nots. 


Economic interest of the society can be served by reducing 
ihe gap in income levels of the existing strata, so as to support 
their iha ashpa and promote cohesion. Economic well being 
becomes a reality by cooperation and coordination and not by 
ift and fragmentations as they lead to disintegration. Inflation, 
as it sets in, grows stubborn and disrupts steady socio-economic 


upbringing and upgrading. 


Mild inflation is generally considered to be a germ flowering 
an economy to upbeat. It does not hold true by the end result. 
An evil, if allowed to spur, it gets strength and grows to 
browbeat the good deeds! Allowed to emerge mild, inflation 
grows fast and turns wild. It then eats up the vitals possessed by 


an economy. 
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Inflation, though rising for several reasons, primarily grows 
on injection of more money, by whatever the means, as 
compared with aggregate growth of goods and services in an 
economy. When more money tends to chase relatively lower 
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availability of goods and services, it is inflz 
rise in prices. It pushes the cost of living up and pulls the 
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standard of living down. It erodes the valu 
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reduces savings and investments. It even de 
of existing savings though it raises the value of the existing 
investments. It is anti-saving yet. pro-investment to a limited 
extent for a short run. Since the value of savings erode, the cost 
of future investments turns out a costly affair. Drop in value of 
savings, combined with more than proportionate high cost of 


investments, needs more resources to create equal capability 


assets for production. The shortfall of resources is supplemented 


x 


by-more borrowed funds. As a result, the cost of money and with 
it the cost and price of almost all the commodities, products and 


services rise. Injecting mild inflation turns out 
final effect. Ironically, the ‘Wild West’ has left the wild 

inflationary pursuits behind and have rammed it on the ‘Mild 
East’! East has been inflicted w 


the galloping character! It has shaken the economies o 


intensive external indebtedness. With it the control over the 
economies of developing countries has gone in the hands of 
developed countries. What a high handedness it has been. By 


accepting a mild evil, as it is said about inflation in the initial 


on the self-sustainable growth dynamism. What cannot be a 


Ont SPS eS Ee gE Ee kapi asua ws w=sc w ge tet Cepia ee a o 


Pre-requisites to Monetary Policy | 169 


correct principle cannot be fruitful in practice. Wrong pursuits: 


Ë 
3 


cannot yield positive results. 


Inflation, to cut short, is injurious to the real and fairly 


sustainable growth of an economy. It gives a temporary spurt 


pnt 


and soon follows by bursts. It kills the genuine capabilities of 


an economy for growth and development. 


A judicious monetary policy cannot bank upon inflation as 
an instrument to sustainable economic upsurg . Monetary policy 
ought to prevent inflation rather than beat it after first allow ing 
it to emerge! Inflation, once it raises its ugly head, later 
becomes in most cases an unbeatable bear. Its removal, after 
emergence, would need the drastic last resort of surgery, 
chopping of the areas weakened by it and worn out. This would 
weaken the body economic as it would then need persistent care. 
Inflation-beaten economy would become dependent on others. 
Exactly, this situation has emerged in a majority of developing 


countries, which cannot stand on their feet and have to borrow 


crutches and stand up with economic assistance from aliens. 


The second, though not secondary in any sense, priority of 
monetar Y polio would relatë to promoting real savings and 
nts, first from internal and second from external 

sources, in a bid to promptly energize the economy with 
warranted gusto. Investment is important. It is in fact 
imperative for resounding economic growth. Investments create 
assets to produce and/or assist in production and distribution of 
goods, in making available and augmenting the services. 
Investments are perceptibly created by savings of the household 
sector. The corporate sector also contributes some savings and 


investments, provided their working - réinains profitable. 
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Inflation, on the face of it, can yield more income in currency 
measure but not the concurrent, coherent and corresponding 


ability that would generate real greater resources. 


Inflation is an admittedly invisible form of severe taxation 
which brutally picks the pockets of the poor sections or the 
masses more vehemently than of the rich feudal, business and 
industrial classes: People in the fixed income group, forming a 
formidable majority indeed, suffer the most by the evil of 
inflation. Not only their current money measured incomes fetch 
lower goods and services, due to rise in prices resulting from 
inflation, their accumulated savings created after giving 


sacrifice of their wants also suffer deterioration in value. 


pp 


Likewise, it would erode their future incomes. Such sections of 
a society remain badly beaten at all the three dimensions and 


that’s the height of torture, a limitless tyranny. 


Savings, eroded in value, would create relatively lower 
facilities through investments at the same amount spent. The 
resultant reduction in the creation of productive facilities and 
pees would not be a wise act. Of course, inflation 


s and industry and could induce 
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them for more investments. Such investments would move a 
little ahead of the otherwise non-inflationa investments. 
Inflation induced productive facilities would not ae t! n 
inflationary based facilities. Much mileage would not be 
attainable by this mechanism. Had it been a panacea, or even a 


good dose in imparting genuine economic strength, attempts by 
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several countri or accelerating growth would not have faced 
growing poverty, financial squeeze anc 


crunch. 
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he primary purpose of all human activities has been the 
ushering of material welfare of the self in the first place and of 
the society in the final count. Being a social animal, pursuits of 
human beings will not remain wholly persona 


or restricted to 


gains for self. Due to economic compulsion and social 


Monetary policy, while aiming primarily at preventing 


nflation and simultaneously promoting savi 
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is meant to provide impetus to economic growth | lity. 
Fluctuating trends in the value substance of money, in whatever 
form and sphere it could be, would never ensure real prosperity. 
Consistently steady growth is imperative for progress of an 


economy and prosperity of people. 


Sound fiscal and monetary policies and their efficient 
execution can emerge as engines of real economic growth. 
Integrated functioning of the two, shunting the budgetary and 
“foreign trade deficits out of context, contest and effect, can 
i 


succeed in infusing well-sustained steady growth dynamics plus 


consolidating the growth to make it supportive for further 


It is beyond any doubt that each normal human being needs 
work to put possessed energies to use. Work is innate and he 
who misses it makes a mistake that leads to commit crimes. 
Work is not merely desirable, it is essentially ingrained in 
human nature, and, therefore, each individual is to be 
accommodated and facilitated to put his/her abilities, at its best, 
to work. To assert it and to further the good cause, each 


individual has a fundamental right to pursue his own interest, to 
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satisfy his physical, mental and spiritual urges through work and 
work alone. The only logical and ethical restriction on ‘work’ 
would be to observe social norms and economic equily. This 
would mean that no harm is caused to other human beings and 
other living creations of Nature. Preventing activities harmful to 
human society is a natural corollary. These principles have been 
codified over the years in.terms of free market with genuine 
democratic dispensation. In this system, everyone is allowed to 
pursue all economic activities other than those declared 


unlawful. 
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energies to essentially sssi level and in the process helps 
creativity and innovation. What is known as technology is 
‘acquired by adopting work ethics. Work improvement begins by 


first application of simple tools as it inspires to ease the 


k 


4 


difficult work, through conscious study of time being taken and 
motions being applied in performing a job. The process leads to 
invention and this promotes technology which helps in 


accelerating economic advancement. 


As technology advances, so advances education, as the 
former helps in the development of the latter. Technology come 
into being by systematic process and pursuit based on 


Education and technology are the bye-products of observing 
the work ethics and its application. As these combine, they 


together generate surplus production which is converted into 


a 
through work and application of work ethics, the society gets 
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growth momentum and absorbs the dynamics of development on 


ž 
4 


judicious grounds and equitable levels. 


As these fine features function fairly and freely, there 
remains no need and no justification to put into effect measures 
ch would arbitrarily vary value of money/currency. Erosion 
of the value of currency would not be able to strike the balance 


needed for equitable dispensation on the economic horizons. 


Administering of monetary doses, one bigger after another, 


cannot substitute work ethics, as the former would inject 
nflation and fuel speculation, while work produces more goods 


and work ethics leads to improved productivity. Hence, relying 
on money alone as instrument of growth, by mere increasing its 
aggregate availability, without precise correlation -with 
additional volume of goods produced and services, would be a 


futile pursuit. Such pursuits served no purpose, no objective in 
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when combine, can usher good of the peopie. Keeping value of a 


currency intact is the fine element of ethics. [ts pursuit gives 
human beings prosperity and happiness. Monetary policy can be 
of material gain and source of prosperity for all and sundry, 


provided its intrinsic value is well maintained and is not 


ee 


disturbed. Such disturbance is déstined to disrupt the enti: 


economy and the social integrity. 


Chapter 


MONETARY AND FINANCIAL 
INSTITUTIONAL STRUCTURE 


PRIMARILY the sole domain of the state in expanding or 
contracting money continues to exist, with degree of variance in 
its extent from country to country. Steadily, it is intended to be 
vly emerging financial institutions. The first 


wW 
in their rank and file has been central bank. Later, other 
process of money has gathered momentum. It has now spread to 


Monetary Fund has assumed the role of international central 


bank, Special Drawing Rights forming the basis for member 


x 


countries creditability. 


Referring to Pakistan as a role model, the first institution to 


= of of 


during 1948, soon after emergence of Pakistan as a new State 
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carved on the global map. Later, the National Bank of Pakistan 
assumed partial role of the State Bank of Pakistan in locations 
where the latter did not have offices and at places where 


treasury did not exist. 


Gradually, on coming up of the scheduled/commercial banks, 


=“ 


hese were temporarily assigned the work of National Bank of 
Pakistan in places the latter did not have a branch. Supervisory 
role of all these banks is, as usual, exercised by the State Bank 
of Pakistan so as to keep due check on the banks’ full blooded 


burst either into money generation or depletion. Nonetheless, 


effective institutions in money expansion and less in money 
1 z 3 


ntraction. The expansionary effect is created by their drive to 


o 
obtain deposits and provide lending of such funds for economic 


A burst of activity was witnessed with the deregulation of 


the financial sector, as a number of financial institutions 


“emerged overnight. They carry multiplier effect in money 


creation and elimination.under different descriptions. Their 
emergence has indeed been sudden and, therefore, surprising. 

Within the past 11 years span; 1991 through 2002, a number 
of new monetary/financial institutions came into being in 
Pakistan, in addition to several already existing. The list 


follows. 


INSTITUTIONS 
1. Commercial/Scheduled banks 


2. Investment banks 


Modarabas 


Cd 
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Leasing companies 
Mutual funds 


Life insurance companies 


“NO 


Discount houses 

8. Housing finance companies 

9. Saving centers set up by the government 
10. Specialised credit.institutions 

11. Co-operative banks and societies 

12. Clearing houses 

13. Brokerage houses 

14. Mo oney changers. 
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ie growth has been a record unprecedented. All these 
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institutions have a degree of overlapping functi 
These are engaged in creating money by raising of debts and 


mobilization of funds for their lendings. Each collection of a 


pee, more or less carries about seven times multiplier 


£ 


deposit ru 
effect. Such an effect can be further expanded and to some 
extent contracted, through certain corrective steps by the State 


Bank of Pakistan. 
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rocess of acquiring autonomy compatible with its 
concept, the State Bank of Pakistan has also to move towards 
removing a rigid structural procedure in the sphere of money 
generation and contraction. The steps forward ought to serve 
with requisite — D In fortifying the acts in the prescribed 
direction of deregulation and liberalization. Such a march ought 


to avoid derailment and prevent disruptions. 
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the society, (b) to channelize such resources into productive 
pursuits, and (c) to ensure utilization of resources mobilized 
with excellence of expertise. For this purpose, diversified 
Structure capable to address the core issue of specialization 
must be established. In the initial phase, liberalization 
iny variably creates a proliferated edifice since differently 
classified diversified institutions will undertake identical 


business financing. With the passage of time and gettin 


ra 


experience, which is bound to energize skills, the specialized 
business pursuits are destined to have a flourish. Then the 


d 
desired distinction in type of business would notch up. 


Primarily each group of financial institutions is required to 


wee its lending activities confined to its prescribed functions 
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ier the specified classification. But in practice overlapping of 


e 
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functions to an extent cannot be preventa Nonetheless, each 


est © 


vigorous in policy formulation, strate gic control and direction 
monitoring, wider in scope and effective in putting each 


institution in its place to perform accurately within the given 


CENTRAL BANK 

It is primarily the bank of government and, as such, a 
nucleus of the monetary policy making and implementation. It is 
the institution of primary and immense importance. It is the 
custodian of currency creation, expansion and contraction. This 


key role envisages the central bank to exercise control, 
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supervise and monitor functioning of all types of financial 
institutions in the country. 

Creation, expansion and contraction of currency, by all the 
available means is to be conducted by it with a specific purpose 
so as to primarily foster and maintain realistic value of 
currency. This is to help in holding intrinsic value strength by 
the currency. This role of the central b ank is as important as the 


H 


role of fiscal management vested and performed by the ministry 


ae) 


th 
of finance and revenue boards. The monetary policy framework, 
id 


at no stage, shall allow it to play the role providing fiscal 


to exercise a prudent role by impartiality, assigning rea 
autonomy in supervision, monitoring and controlling to the 
central bank is prerequisite. This will bea fair follow up to 
monetary policy formulation in consultative process Dy 
ministries of finance, economic affairs, planning and the central 
bank. Tampering with it, even for a short stint, is bound to 
create non-controllable turmoil and an intended short run would 


extend to long term, knowing no limit to its wild stretch. 


Being custodian of the monetary affairs in totality, role of 
the central bank in providing guidance, in exercising checks and 
observing balances, has been enlarged to m ionitoring which need 
not be restricted to the scheduled banks. it ought to be 
extensive, covering all the financial institutions functional in an 


economy, as instrumental in creating by expansion or reducing 


by contraction money supply aggregates. 
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Other mujor functions of the central bank will be making 


adequate credit provision and ensure its proper allocation among 
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various sectors of the national economy, so as to be compatibie 
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1. Scheduled/Commercial Banks 
These banks are perceptibly required to cater to the credit 


the cash credits for 
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financing would be trade related and for a short run to the 

industries. However, by strong backing of the funds, commercial 

banks have also extended their scope to long term financing of 
w 


industry and services as 


Predominantly its resources remain lined up in financing 


zS 


trade or commerce. Commercial banks are known in popular 


parlance as ‘auxiliary’ service to trade and commerce. 


ryss a > 
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aeir principal role is to finance business and industry on 
iong or term basis, beyond the short annual runs. Most of their 
business would be financing of the fixed tangible assets, to be 
operated by an industrial set up. Their function would be to 
provide funds in creating the productive facilities and sustain 


their working on sound lines. 


This refers to extension of banking to financing business and 


industrial activities on long-term basis, perceptibly in creating 


industrial and services structures and also extending to 
infrastructural growth and development. Its scope stands 
extended beyond the limits drawn for commercial banks, which 
in theory remain mainly engaged in providing funds for short- 
term commercial purposes. Since commercial banks have also 


been found investing part of their funds into long term assets 
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financing, the investment banks would need to acquire expertise 
or excellence in their specific business spheres. This could be 
had by investment banks opting for specialisation in some 
specific area of industrial activity. It would facilitate their 

funds raising, funds lending and earnings. This process is bound 
to promote specialisation, toning up of skills and making more 
economical and profitable use of scarce resources, bedevilling 


developing countries. 


3. Modarabat 


t 


This system refers to sharing profit and loss in pre-agreed 


ratio and precludes charging interest or mark-up by lender from 


the borrower against providing funds. Modaraba refers to 


Le 


partnership finances being lined up with the principle of sharing 
in earnings. Borrower is to manage the business. Modaraba 


s. is primarily confined to trading activity. Modaraba 
can be specific, then engaged into trading or general, and 
assuming additional investment activities like leasing etc 
Basically, Modaraba was referred to as an arrangement between 
entrepreneur providing management skills posse essed by him and 
raising the finances from resourceful persons. Profit and loss 
arising from the agreed business is to be shared in 
predetermined percentages. However, its scope has been 


extended and Modarabas are also formed like any other joint 


stock company. Usually Modaraba in practice has three tier of 


business financing. The first is among share/certificate holders 
becoming ‘partner’. Then it is between Modaraba entity and 


some lending institutions providing more funds when needed. 


Third relates to Modaraba extending financing facility to the 


i aa 
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‘Modaraba’ entity would, by large, use its funds in four 


forms of lendings. First, ‘Modaraba’ Dada with individuals, 
basis or in general for a specified period. Second, to 


‘oviders in principle provide 
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funds`as well as skills an later part of 


skilis and its application are not essential elements. Sharing of 
profit and loss will be in relation to finances contributed by 
each. Third, acquision of ordinary shares of an enterprise and/or 
acquiring any investment instruments issued by any enterprise 
on the basis of profit/loss sharing. Fourth, providing funds as 
loan extended without charge or interest and leaving its 


& 


epayment at ‘will’ of the borrowers. 
pa) 


4. Leasing Companies 


Banks, other development finance institutions and 


Modarabas would provide liquid funds to be used in 
procurement of tangible assets by the business and industry. In 


e? 


the case of leasing companies, tangible assets are provided by it 
to the intending entrepreneurs. The leasing companies remain 
the owners of the assets and the user of such assets assumes the 
role of a ‘tenant’ as in case of property. Instead of annual 
depreciation charge, the user of assets is allowed to charge 
entire ‘rent’ against use of assets.acquired on lease from a 
leasing company. Usually, though not necessarily, option is 
available to the lessee to acquire the assets in his use on expiry 
of the initially agreed period of the use of assets acquired on 
lease from lessor. Making available of such option is better in 


ensuring careful use of the assets and prevent neglect. 


Leasing companies serve as a source of acquiring capital 


goods on rental basis and it allows an industrial enterprise to 


182 , Equitable Monetary System and Structure 


change of equipment no sooner its technical capabilities would 
wear out and would not need to hold it till it becomes useless 
junk. In fact, leasing companies play a secondary fiddle, by 
providing tangible assets and gadgets in support of the major 


capital assets. 


The scope of leasing. companie 
extended to providing household-durables to family units. These 
include automobiles, vans, computers and similar other office 
equipments. The functions of leasing companies, in such 


financing are similar to the hire purchase system. 


5. Mutual Funds 
In majority of cases, mutual funds, like ‘Modaraba’, would 


be close-end, keeping capital limits p bed. However, open- 
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end mutual funds are also allowed. 


This category is not very popular due to intricate problem of 
allocating profit to the funds flowing and rollover throughout 
the year, including redemptions exercised by holders of units. In 
this institutional set up, those with expertise of managing funds 
and having specialisation in such activity invite 

having no such expertise, time and energy, at. their 
disposal to utilise surplus fund in very best manner. Perceptibly 
funds raised are invested in shares and securities packed with 
promising profitability and growth potentials. Investment in 
mutual funds is based on sharing the surplus from investments 
and rollover of investments. Mutual funds primarily impart 


strength to stock markets and it refers to specialisation in the 


Q 


stock market operations. As funds are pooled in mutual trust and 


reaping gains proportionately to such pooling of resources, this 
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method of raising funds is aptly described as “Mt 
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Life insurance/assurance is considered as an umbrella 
extending future security to an individual, the families and the 
groups, depending on the type of policy acquired. It began, 
trading on retail scale, in the initial stage, by providing life 


insurance policy to an individual. Later, with more precision in 


operations, the cover became extended to families and then to 
group of professionals and functionaries 


The system pools funds from participants to provide 
collective security against unforeseen eventualities. The system 
collects money, known as premium, on periodical basis, by a 
company known as life insurance company, from those opting to 
be ensured with it. The funds, besides paying to the insured on 
nature of accidents covered in the given policy, are utilised in 
various investment avenues available. Of course, funds cannot 


be kept idle anytime as it would rust and diminish in value. 


Life assurance is investment for security against unseen 
hazards and it is generally based on long term. By rollover of 


funds collected as premium, the life insurance companies earn 


income, which is declared to an extent each y in distribution 
of ‘bonus’ to the policyholders and partly dividend to the 
shareholders. 


Insurance companies both conducting general business Ler OE 
fire, marine, motors and miscellaneous and alike others, are also 
known, like banks as auxiliaries to commerce. These provide 
funds to a limited extent to other businesses which borrow from 
them but not as extensively as is done by the banks. Insurance 
companies have generated significant supportive investment 


outflows to the business and industry. 
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7. Discount Houses 

Facilities to surrender negotiable instruments of all types, 
prior to their maturity period, did not exist as a normal service 
to investors and as a routine service by the monetary and 
financial institutions. Due to this, investments tend to be stuck 
up instead of their being liquid in theory and practice as liquid. 
This was- realised and for intro oducing ready counters for 
encashment of debts instruments, discount house facilities or 
services were opened up. This has yet to flourish as a normal 
practice in most of developing economies. Absence of effective 
secondary market for it was creating hurdles. The process being 


o 
on, over the time the practices would flourish by interaction of 


demand and supply, as a complimentary or compelling 
influence 
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8.-Housing Finance Companies 
Gap in dwellings as to growing A has been 


widening in Pakistan, a country coming into existence during 
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lute absence of supportive infrastructure. 


Its development and defence demands on resources being 


overwhelming, housing did not receive due priority, despite 
supremacy to sheiter in human development. A single housing 
finance institution, with title of ‘House Building Finance 


Corporation’ could not efficiently cater to housing finance 
needs seen ever growing, along with population. House Building 
Finance Corporation’s resource position was restrictive by the 
government allocations, credit line from the State Bank of 
Pakistan and resource support from builders and house seekers. 


It could not become a precise economic pursuit, motivated by 
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10. Specialised Credit Institutions 

Role of specialised credit institutions remains well defined 
by areas of operations clearly specified and assigned. For 
instance, a development financing institution is to cater to a 
specialised sphere, like agriculture, mining, petroleum, 
chemicals, and fertilizer industries, shipping, transport and 
communications and energy services financing. Likewise, it 


would offer financing to the public sector and/or private 


Specialised credit institutions have played a significant role 
in accelerating economic activities and momentum to growth. 
By dint of specialisation emerging from concentration in 
specific area, skills and expertise are acq aquired which tend to 
help in excellence. This process puts resources, known to be 
scarce, to a good and productive use. It gives gratifying pos to 
more resource generation. Flourish of ecann. credit 
institutions has become a symbol of developed economies. 
Developing economies if pursue this process in their 

elopment strategy, benefit would decisively accrue. 


É 


d 
Specialisation infuses efficiency ang effi 


iciency becomes a 

rewarding pursuit. 
With the passage of time, need is usually left for 
diversification of the economic spectrum by each country. This 


creates demand for specialised credit line to give impetus fo 
fresh dynamics in diversification. Steadily, the need emerges to 
create new financial institution to take specific care of 
enterprises to come up in new dimensions so as to promote 


economic activities on souna keel. 
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Chapter 14 


EQUITABLE MONETARY 
POLICY AND MANAGEMENT 


MONETARY policy framework, its structural mechanics and 


procedural practices, despite clai 


= 


ing the noblest intentions of 
serving human beings, have not worked to ensure and sustain a 
flourishing future, particularly to the common man. This 
conclusion is based on solid widespread evidence available in 
developing countries. incessantly increasing cost of living and 
consequently declining standard of living in developing 
economies bear clear testimony to this conclusion. A few 
developed countries may be found immune to a similar 
simmering faltering feature and a quagmire. No exception is 
traceable to this rot, which is set as a routine in developing 
economies. On the contrary, intensity of its adverse effects has 
been noticed in varying degrees and aggravating by erosion in 
purchasing power of the currencies against goods and services. 
Similar has been the effect in exchange parity to ‘hard’ 
currencies being acceptable in settlement of trade deals on 


global circuit. 
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basic function has net, however, been secured and the dent in its 
basic value factor or character has become a routine affair, in 
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almost all developing countries, in which live a great majority 


1 
l ri 


ot the human race. 
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erpetuating in the offices commanding political power, 
I £ £ D I ; 


ignoring its economic implications. They have not observed a 
desirable sanctity of the quantity theory of money to be useable 


for a very restricted end and time, in activating an economy to 


o optimum level, 


oe 


generate sufficient jobs, augment production 


alleviate expanding curse of poverty arising from shortages of 


goods and services and spre ad of unemployment 


The quantity theory of money was evolved during 1940s as 
an emergency measure for a limited time and purpose. But it has 
been ceaselessly and carelessly used, more often in flagrant 
violation of its norms, aims and objectives, by the persons 
getting into position of exercising political power,- particularly 
in developing countries. They have been fond of increasing 
money supply, often atrociously, so much so that the value of 
money would deteriorate on progressive scale, to an ultimate 
plunge. The process of persisting decline in value of a money, 
set in almost all developing countries, has also been noticed to 
gather a pace in the later stages. In some countries decline in 
value accelerated and its influence stretched sucking blood of 


the fragile economies. Such economies got jolted and were 
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shattered. Their strong fundamentals for sustainable economic 
growth jeopardised aggravated malaise’ of currency value 
erosion, at times assuming a crash effect! 


The use of power vested in the government has not been 


praa 


contained to simply creation of fresh money, which in itself has 
been a complex subject. Such a a power has also been extended to 
mop up money resource from an economy. In the process it has 
been found often preventing its priority utilisation by the 
private sector, strictly in the productive channels. The so-called 
gilt-edged’ securities, being floated by the government to 
collect money for meeting its expenditure, have been recognised 
as a priority choice by the banks and fir nancial institutions to 


invest their funds. Such schemes, no more supported by gold, 


Lo) 


annot qualify now to be termed ‘gi ili-ed ised’. The government 
hāve to pay mark-up equivalent to what it is payable by the 
business sector on borrowings from the banks. Due to 


ceptional security and return equivalent to business on 


$ 


lending to the government the ‘gilt-e dged’ securities have been 
transformed into carrying more ‘gilt’ substance for the banks 
and the financial institutions. The power assumed to check and 
control borrowings in an economy by the government so as to 


regulate monetary assets, has become more a potent instrument 


of accelerated borrowings from these institutions by the . 


government itself! As a result, least restraint is exercised in 
resort to it. There has been no relaxation to or no refrain from 
borrowings by the governments. The governments have become 


the biggest borrowers in developing countries, both internally 


and externally and this has been to meet bu idgetary and foreign 
h 


pace to the bewilderment of economists and people at large. 


Why does this happen? 
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Distinction between the state and the government is 
generally found diluted by practical political pursuits in 
developing countries. These are two wings of one entity, known 
as a country. But observance of norms to protect integrity of 
each is discarded by unethical practices rampant in the power 
game in developing nations. The state is to be preserved as a 


perpetual entity, providing safety and security all sorts for its 


f the state extend to protection of 


residents. Responsibilities o 
life, honour, dignity, family, business, earnings, peace, 
prosperity and property of its people. It is the prime duty of the 


state to provide total security to all its people and with all- 


embracing equality, leaving no shade of infringement, besides 


ryn 


absolute social peace and tranquility. The government is a 
manager of the state and agent of the people. It has to serve all 


the functions of the state with exemplary pentane 
discipline. For this rm to be impeccably observed monetary 
policy structure and mechanism need to be detached from the 
government functions. The government would have at its 
disposal a complete fiscal system and structure. Monetary 
affairs should be left with the state. The bank of the state, be it 


known by any appropriate nomenclature, such as State Bank 


e 


Reserve Bank, Central Bank, Security Bank, howsoever it is 
named, it must enjoy complete and comprehensive autonomy in 
dealing with the moneiary policy, system, structure and 
management. It should manage the monetary system, 
independent of government influence, so that the intrinsic value 
of a currency is fully preserved and retained. The currency 
value should not get impinged and no infringement should take 


effect. 


It is to be in the same way, as the judiciary i is considered to 


be separate, autonomous and independent from the government, 
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so as to deliver justice to the people. For the purpose of 
administering the economic equity, a separate independent 
fortified structure to manage the monetary system is an essential 


rerequisite. Without such a solid, sound and impregnable 
D 


i 


uN 


tructure of monetary system, mechanism and management in 
of < 
place, administering undiluted and unpolluted economic equity 


will remain a dream beyond. fulfilment. 


For a constant coordinated approach in order to ful 


economic goals set by the government, in which a temporary 
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the government may be constituted. It may be given powers t 


formulate short term supportive means in monetary system to 
achieve the economic ends with equity, while not allowing 


any infringement to it. Representation on such a 


ge 
mt 
Cò 


ë 
commission/committee could be from treasury and opposition 
f 


judiciary, monetarists of 


roe 


h a distinct majority of the state nominees, so as 


to prevent any government influence and design to dictate. 
fear, preferably after announcement of the budget, the 


the public with impartiality, its comprehensive report providing 
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wholesome, pertinent details of the monetary policy pursued, 


fairly manageabie limits. The purpose of 


commission is to shun temptations by 


infringement of this can be allowed through relaxing monetary 
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for the government’s borrowing spree. This has been the root 


deterioration in the value of money. The governments, 
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borrowings and in turn agi Ë 
by dint of power vested in the governments and thus it has been 

creating more money alongwith contracting higher debts. This 
has not been a mere cidence. It has been a deliberate faulty 


ce The process accelerates deterioration in the value of a 
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Preventing change in intrinsic value of a currency will serve 
as an essential prerequisite to ensure economic equity and to 
uphold social justice. How would this purpose be served, with 
near perfection if not a total precision, unless intrinsic value of 
money is well maintained? Due to multi- dimensional functions 


of a currency in internal and external trade and in the overall 


economic structure, maintaining the value of a currency intact is 
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considered complex and difficult. It is possible. An instrument 
created to facilitate economic progress need not become 
apparatus of brute exploitation of the masses, depriving them of 


basic economic rights and denying to them peaceful living! 


A search for a solution and adherence to it in strict form will 
help to overcome such a difficult proposition. It will promote 
economic equity among people and enhance social security. In 
achieving this end, one must look for judicious monetary policy 
alongwith sound management structure and procedure. 

Two primary obligations, that is, economic equity and social 
security, can be performed by ensuring stable value of a 
currency. Observing a strict discipline in monetary system is the 
basic instrument to serve these objectives. Monetary policy and 
pursuit to hold value intact of a currency would compel for 
evolving a sound fiscal policy and making its pursuit, 
mechanism and management orderly. Monetary policy in no 


event can be made subsidiary to the fiscal policy. It s should not 


be roped in to overcome shortcomings of the fisca al management. 


The era of metalic support as a standard of issuance of a 
particular volume of currency has become, by experiments, nota 
precisely useful denominator. By and large, it is now considered 
as totally redundant. Such a system will not work effectively 
and judiciously any more, as supply and demand interaction of 
metal would continue to influence the value of a currency and 


would not leave it intact. The prime issue at hand is to prevent 


for the value base of a currency tends to be the 
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+} 


gross domestic product. With a view to making the currency 
value system more secured, the preferable denominator would be 
the gross national product, as it precisely refers to the volume 


yds and quantum of services available in an economy for a 


(9) 
m 
Oo FG 
Q 
° 


given annual period, vis-à-vis a given quantity of money. The 
gross domestic product denominator does not include net out 
effects of foreign trade and other elements, such as 
payments/receipts of non- tangibles. Stable value of currency 


would be maintainable by the equation of matching growth rates 


growth in availability of goods and services during a given 


period of time. Such time span tends to be a year. Change in the 
quantity of monetary assets ought to be in matching proportion 
to variance registered in net quantity of availability of goods 


gross national product, over a 


and services, as measured by g 
given timeframe, that is, a year. [t is the first prudent step. 
Rationalised quantity of monetary aggregates to kee 


P 
nment intact with realistic demand would depend primarily 


go 


‘in six influencing factors viz. c ranges in rates of: (a) quantity 
of goods and services as measured by gross national product at 
constant factor, (b) quality and nature of such goods and 
services, (c) population, (d) aggregates of the government 
revenues in the form of taxation amd levies and expenditure and 
difference thereof, (e) per capita income and (f) per capita 
money supply. Of these six, the basic three are: gross national 
product, population and budgetary position. The other three of 
offshoot effects will be, getting adjusted by synchronized 


functioning of the three prime factors. 


How then regularly to realign the quantity of money with the 


changes in growth rates of (a) the gross national product, (b) 
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population and (c) revenues and expenditures of the gover nment. 
This ultimately becomes the moot point to ponder about, in 
keeping money value well measured, intact and maintained. 


Changes in growth rates of the trio, by and large, would 


a. 
od 


influence the value of money. Stable value of a currency is 


n in forging economic equilibrium and 


£ 


onsidered to be utopi 


rendering social justice. “This cannot be achieved without 
rational adjustment of the three prime factors namely growth 
rates ol GNP, population and budgetary position 
Synchronisation of growth of GNP with growth rates ol 
monetary assets and populatrom can bring the desired 
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Growth rate of GNP, representing usually increase in voiume 
£ — 2: | PA e ws we Ps > AS ae : - ay fi tast į K 

of goods and services over a year, would be diluted on 


converting the growth by per capita income, to bí e ascertained by 


comparison with GDP. In order to ass the value of money 


GNP has to be measured and monetary assets adjusted in 


P h the increase 
in population, more money equivalent to net growth rate in per 


capita income should be created so that proportionate increase 


in money supply would prevent ‘ncrease in intrinsic value of the 


influence in the economy. If there is a fallin per capita income, 
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v higher growth rate of population. than 
a %— a 
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of the inflationary upsurge. It is to be noted that gross national 


p O 
bound to change the results. As intrinsic money value is to be 
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factor cost would end. It would be tne weil sterilised and 


charges, administr ative price increases, etc., Dy the government 
o 


make up part of its resources which are spent and f 
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expenditure. Growth in the rate of taxation for a year, aS Suci, 
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is bound to take away as much, in fact more, from the people 


but would tend to flow back. As such, net effect in growth rates 


ifference in the growth rates of GNP and government revenue- 
cum-expenditure, the equation would demand due adjustment in 
governing supply of money. For instance, if GNP increases by 
seven percent and government mop up, in the form of 
expenditure escalating by six percent over the revenue receipts, 
' S ly uid tustify nt Si larly. o 

money supply would justity one percen increase. Similarly, on 
GNP being up by seven percent while baneriem mop up has 


been nine percent, money supply would need trimming by two 
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percent. This mechanism would keep the original or intrinsic 


value of money intact. 


Taxes ultimately tend to flow back to the general public in 
the form of government expenditure and these are eventually 
utilised in the form of payments for goods and services. 
Nonetheless, taxation in any form tends to be a distress. It 
invariably earns displeasure of the people. Transformation of 
taxation into distress and drain on the people need to be 
avoided. Taxation must qualify as a vehicle to economic equity, 

ocial justice, fair play and for growth dynamics of the national 


economy on a perceived path. 


With a view to preventing fluctuations in the intrinsic value 
element of money, which would trigger inflation by expansion 
or assert recession by contraction, money supply must be kept in 
appropriate alignment with a regular adjustment proces s. The 
adjustment has to be synchronised in relation to the growth or 
fall in rates of the gross national product, population, budgetary 
position, as the case may be. All this would need to be adopted, 
keeping in sharp focus the value of money to be maintained 
intact. This is bound to promote economic activity on equitable 


basis by ensuring sustainable material welfare of the society. 


by Ë 

The emerging equation for having the just money, by 

adjustments through appropriate volume, which would sustain 

intrinsic value of money intact, could then be firmed up by 

pursuing the methodology proposed on the pages following. This 
e 


economic activities on sound track 


Development thrust by real 
genuine robust economic growth in place of its emerging in 


hollow form. 


Equitable Monetary Policy and Management 199 


CONCEPTUAL BASIS FOR RETAINING MONEY VALUE INTACT 


DESCRIPTION YEARS GROWTH 
2000 2001 Jo amount in Rs 
(1) (2) (3) (4) 
GNP at constant factor Rs.635bn Rs.673 bn 5.98 1.e. 38 bn 
Population 125mn i2&8mn 2.40 i.e. 3 mn 
Real GNP growth S356 LE 2227 bn 
Per capita real income Rs.5,080 Rs.5,258 3.50 i.e. 22.2 bn 
Rs.1:263 
Money supply assumed I Rs.1,450bn 14.81 i.e. 187 bn 
bn 
Per capita money supply Rs.!0,104 Rs.11,328 12.11 i.e. 1,224 
Government 
(a) Revenue Rs.450 bn Rs.490 bn 8.89 i.e. 40 bn 
(b) Expenditure Rs.477 bn -Rs.532 bn 11.53 i.e. 55 bn 
Growth rate of expenditure 264 i.e. 15 bn 
over revenues 


Explanation: bn stands for billion, mn stands for million 


The figures in columns (2) and (3) are assumed and (4) 
represents computations (3/2 * percent). The table provides data 
of performance assumed in a year, say during 2001. 


When the expenditure exceeds the revenues, it is financed by 
borrowings. Such borrowed funds and its debt servicing is met 
eventually by injecting/creating additional money. This sets 
inflationary trend in the economy. Eventually it is reduction in 
intrinsic value of money and, as such, adjustment of it is 
essential. Another means is payment of return by the 
government on funds borrowed at rates lower than the average 
rate of return in the economy on the funds employed. This 


checks inflationary flare up to a proportionately measured 
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From the basis of available information, following findings 


can be firmed up. 


l. Money supply increased by 14.81 percent as against GNP 
increase by 5.98 percent on constant factor basis. Variation 
in growth rates of the two represents rate of inflation at 8.83 


£ 


o that extent erosion occurred 


re 


percent in thè economy and 


NO 


Government expenditure exceeded its revenues by 2.64 


3>° Per capita real income registered an increase of 3.50 percent 


I general, in the economy was 8.83 
7 - £ > rors < A? fa = a: ` ta 
percent, real effective rate was 11.47 percent and applicable 


rate to individuals was 8.61 percent. To the given extent, 


purchasing power was reduced respectively of a currency in 


following four options, lied as to the economic 


Pe me ae P= ` 
options is given on the pages following 
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AMA, — GNP peb = P n-i a BD... 


~ 


Adjustment in money supply in nth period depends on 
growth rate of real GNP i.e. at constant factor cost in “n-1' 
eriod, growth rate of budgetary position in ‘n-1’ period and 

5 J 


eriod, usually a 
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Change in monetary assets can be determined by adjusting 
GNP growth rate at constant factor cost with population growth 
rate to ascertain real or net GNP growth rate which is also 
adjusted with growth rate in budgetary deficit. All the 
. adjustments are made in values of ‘n-1’ period. An illustration 


of it is as follows. 


~~ GNP growth at constant factor 5.98 % 
Less: population growth 2.40 % 
Real/Net GNP growth ` 3.58 % 

Less: growth in government expenditure 
over revenues 2.64 % 


Adjustments in money supply required +0.94 % 


Increase would be required in monetary assets by 0.94 


< 
© 
ant 
Z 
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percent, equal to Rs. 11.493 billion. Money suppl 


' Explanation of the eana ion 

AMA, = f(GNP,.; - Pa-1 -— BDna-1) 

The given equation describes in mathematical design the changes in monetary 
assets to be on equitable basis. r 

MA, represents growth rate in monetary assets of the nth period, year 2001 in 
this case. 

GNP, 1 denotes growth rate of real GNP at constant factor cost in n-1 period, 
year 2000 in this case. 

BD,., reports growth rate of budgetary deficit in n-1 period i.e. year 2000. 
P,,.; relates to population growth rate in n-1 period, being year 2000. 

R- refers to growth rate of revenues over growth rate of GNP in n-1 period, 
being 2000. 

n= year 2001 and n-1l=year 2000 
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billion x 0.94 percent = Rs 11.872 billion of currency to be 


increased. 


Money supply for the year 2001 to be Rs.1263 billion + 


Rs.11.872 billion = Rs. 1285.980 billion. 


Increase in money supply is to be restricted by Rs.11.872 
billion, instead of the actual expansion carried out by Rs.187 bn 


to Rs.1450 billion. 


This strategy would need careful application to an economy 
afflicted’ by monetary expansion. It will heip to minimize 
inflationary damage. It will match a classic conservative 
approach, suitable for Dan in an economy having 


4 


aggravated inflationary pressure. This is relatively an ideal 


approach, preferably to be adopted by all the economies in 


general, so as to bring about a salutary effect through prudent 


monetary policy pursuit. 


Second Option: 


GNP growth rate 5.98 % 
‘Less: Net growth of government 
expenditure over revenues 2.04 % 
Variance 3.34 % 


AMA, = GNP n-i pi BD... z 


Monetary assets have to be increased by 3.34 percent in this 
case. This will be a simple, liberal approach, to inject more 
money in the economy. Money supply by this approach would 
increase from Rs. 1,263 billion to Rs. 1305.184 billion, that is, 
up by Rs.42.184 billion. (Rs. 1263 billion X 103.34% = Rs 


1305.184 billion). 


ee 
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This method is suitable perceptib! 


ox 
feewnas 
< 
my 
© 
$ 
(Q 
ED 
<< 
cp 
prnsench 
© 
"wo 
ch 
{kes 


economies, having in several saturated demand and where the 
government would be inclined to give more disposable income 
to its population so that economic wheels keep pace of 
roduction. This will prevent recessionary influence in an 


P 
economy and save it from slide. Steady increase envisaged in 
d 


incomes will keep demand of goods and services in 
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Third Optio 


Per capita real income growth 3.50 % 
Less: per capita money supply growth 12.11 % 
Variance (8.61) % 


This situation would call for contraction in monetary assets 
by 5.97%, i.e. by Rs.75.401 billion, instead of Increase resorted 


to by Rs.187 billion. The monetary assets, by application of this 


P 


method, ought to have been brought to an aggregate O 
Rs.1187.599 billion. This methodology is meant for: minimizing 


the monetary expansion. It will be useful to an economy, having 


paced to developed stage. 


* Per capita GNP 


e Per capita monetary assets 
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Fourth Option 


Money supply growth | 14.81 % 
Less: Growth rate of government revenues 

to growth rate of GNP 2.06% 
Decrease in money supply required 12 75 


AMA, = GNP,..1 = Rai 


Money supply contractio on needed by Rs.161.033 billion, as 
arrived at by Rs.1263 billion 
percent (Rs.1263 billion x 87.25%=Rs.1101.9 
option has to be adopted in h 


H for rigid a slication so as to hofd currency value 
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factor closer to th pob cuyo of keeping it intact. 


A higher or lower tax ation growth rate, from year to year, 
-would need to be adjusted by decrease or increase in money 
supply, as the case may be, so that money supply equation with 
the gross national product remains intact as it would preserve 


Fad 


equation with the value of money. Theoretically money supply 
will be in concert with the movement of per capita income. 
Since the growth rate of taxation in relation to GNP would tend 
to change from year to year, it would need adjustment by money 
supply. Money supply and taxation are two powerful instruments 
with the government for directing economic management in 
accordance with the desired policy framework. But it need not 
by any means, alter the intrinsic value of money, as it would not 
be supportive to economic growth on positive lines. Higher 


taxation would entail lower quantum of money supply and vice- 


money supply, in the given matching limit with per capita 
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taxation has to be raised and money supply lowered. Tax 


revenues have to be utilized to give boost to the specified areas 


= 


by incentives, subsidies, etc. as the case may warrant 


Taxation, in principle, envisages to mop up resources from 
persons having access to surplus fund as they can afford to pay 


‘and it is to curb their spending spree. In practice, however, it 
does not hold true. At the same time, it is not absolutely wrong 
either. Spending depends, besides income and disposable surplus 
fund to an individual’s habits, family practices, social culture, 
national economic situation and some other socio-economic 
conditions. Taxation policy of developing countries usually 
being replica of developed economics, by some sort of dictates 
or dictum, does not seem fairly geared up for growth momentum, 
rather its lopsided application restricts real growth dynamics. 
Taxation need to be rational in policy framework and functional 
features. Their not being compatible with ground realities of a 
given developing economy’s structural design, taxation emerges 
as a villain of the situation. Taxation ought to combine 
Supportive spirit and act in accelerating economic activities 


instead of creating hinderances as is-vividly seen in developing 


assessors, as it would simply lead to chaos in the national 

onomy. Growth oriented taxation system could save the 
society from disruption and is to enlarge economic cake, 
improving sharing by all engaged and so also tax revenues to the 
government, for utilising in social sectors and economic 
development. Such taxation system could generate revenues 
required without impinging upon economic development process 


sailing smooth. 
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Revenues coilected in the form of taxation are spent on 
several types of services the government provides, which are 
rendered to the public irrespective of whether one pays for it or 
not. A more than permissible increase in money supply 


influences all strata of a society adversely and those with 
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resource constr e 
the proposed formula, would fuel inflation which is an invisible 


eing indiscriminate but heavy on have 


(ee 


taxation, its application 
not subsectors. In order to avoid miseries to the masses, resort 


extra money or mechanism to increase money 


ep 


more money by the state. It was evolved for a specific purpos: 


D 
war. This prescription was precisely meant 
economies. It cannot be applicable in peace time. A long run of 
conflicting interests on internal and external horizons emerged 


— 


during this period. Generating smooth flow 


Ë sing £ YY a a wars 4a Y n 
intrinsic value of money. It need not be arbitrarily altered by 


greed of the government. Intrinsic value of money must be 
maintained firmly. It should not be changed and diluted at the 


whims of the officialdom. 


Taxation and other’forms of revenue raising steps need to be 
steadfastly realigned regularly, that is, periodically and must at 
least by a specified year end, with money supply, so that the 
equation formulated of fair interlinking it to prescribed 


influencing factors such- as per capita income, government 
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revenues position, growth rate of real. GNP, etc. and the 
resultant increase or decrease required in aggregate net money 
supply is to be vigorously enforced. No deviation be entertained 
contrary to the criterion evolved. Flexibility will be at hands of 
the government in the fiscal sphere. It can be further relaxed by 
judicious equilibrium to. be forged in context either with 
increasing taxes and trimming money supply proportionately or 
trimming taxes and d liberalizing money supply. 
their combination would be to aim at promoting production and 
productivity or to determine and direct the economic priorities. 
Arbitrary increase in money supply, affecting its value factor, 
deprives the masses of real benefit. This must be prevented by 
all means to serve economic equity. 


QQ 


In ensuring the equation perform positively, the growth rate 


* 
š 
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of gross national pro oduct be taken at constant value factor, so as 
to avoid absorbing influence of monetary growth factor in it. 
Preference of gross national product over gross domestic 
product is to synchronise money supply with actual goods and 
services to be available in the economy and thus to adjust or 
absorb the influence of external factor. The objective in 


ultimate is to keep money secular, i.e. at a constant inherent 


value factor. As such current values cannot be taken in the 


The intrinsic value of money would be fairly stabilised by 

| ab f la in re form perpetually. Th 
putting the given formula In operative form perpetually. ë 
scope of improvement will remain open by experience, skills 
and expertise. On a faithful application of the formula, the 
distinction between constant and current value factor costs will 
be minimised to an extent of retaining it as of token 


significance. 
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As money achieves its stable value system, the constant and 
current factors will be reduced to redundancy and out of 
context. In the given situation, the government would have 
minimum prescribed power of exercising its authority in money 
supply. It would not exercise absolute power to expand or 
contract monetary assets and cause fluctuation in value factor of 
money. It would provide an even level 
national economy. There is no justification for va 
be brought about by mere injection or withdrawal of money 
which would make the deprived sectors to continue to undergo 


sufferings. The instruments of value changes, perceptibly 


cD 


forcing the downslide have been thoroughly exploitative of th 


i 


downtrodden sectors of the society. It has been the typica 


ed 


presk 


tyranny let loose 


The government ought to be benevolent in principle and 
practice. This implies that the state should hold a public weifare 
orientation. Whether it is a democratic or any other form of 


governance, it decisively has to rest on such foundations. in 
terms of political realism and for its genuine acceptability and 
popularity, a government must govern by equity, if it has to 
ensure justice and fairplay. Providing equal opportunity to all, 
ensuring merit in the rank and file and administering social 
justice are prerequisite to the political process that can be 


capable of ushering progress and prosperity. 


The primary functions of the government listed above, 
particularly in developing countries, have been eclipsed by 
expediencies. In a bid to overcome them, governments have 
found easy access to creation of money. This has been a short 


run remedy, actually inflicting long run malaise. Keeping money 
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. value intact remains the primary responsibility of a state and the 
~ government being its agent, both must in concert and 
coordination be benevolent, having sound social ‘welfareism’ as 
its tilt, nay pursuit. There can be no two views about this 


perception. 


Nonetheless; at times to mend the situation, eventu ually 
g ; the government could have some 
flexibility and access to turn the trends in favour of the people 

h fare. Certainly no government, weak in economic 


tion and pursuit, would deliver the. goods. It must posses 
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precise remedial measures, preferably with binding quality of 


: self-sustainable discipline. 


In the formula prescribed, consisting of five elements and 
i ie government holds direct powerful access to 
remedial pursuit, as and when required. This refers mainly 

the taxation sphere and supplementing it with monetary 
measures, but within given limitations in the latter case. In 
| respect of taxation, the s. have bëen fairly laid down. 
The government would be able to ! icrease the volume of money 
in the economy on short run by means of reduction in rate of 
taxation to growth rate of aoe national product. and can 


£ 


decrease the volume of money by inc ease In rate of taxation to 


ah 
= 


the gross national product, eventually adhering to required 


balancing adjustments, as explained. By doing so, the 


government would also hold a positive leverage to ensure the 
economy function on lively track. It will help banish p ty by 
enlarging the size of the cake of national economy. It would 


prevent sharing of miseries, which has been a syndrome 


og 
n 
Ça 
tug 
paa 
ha) 
= 
ets 
< 
jamt 
a 
© 
ponent 
my 
bq 
go 
4" 
= 
cS 
ey“ 
(g) 
wag 
> 
r 


dogmatically dominatin 


developing countries. 


O ee TERANE ee ee 
= ae aaron i <s ee ee ee 


Equitable Monetary Policy and Management © 211 


o government, worth its name, should have licence to dump 


Z 


people to rot in economic miseries and keep them under duress 


° 


f deprivations. Despi ite knowing this restriction enough, the 
overnments have often been failing to and failing victim of 
their own created problems, attributable to mismanagement of 
the monetary economics. The word ‘monetary economics’ 
envisages less use of money in the management of economies. 
Contrary to it, money has been used like machine, rather a 
monster, by indulging in liberal use of money in meeting 
budgetary deficits. In the process decay oceurs in the value 
element of money which has been harbinger of great economic 
exploitation, within the countries and on the global network. 
Money has, by and large, become. the most monstro ous of 
machines in use by the powers devoted to imperialism who want 
to enjoy everlasting sway globally. This cannot go on, 
worldwide scale, unless it- is rooted in the roost of individual 
countries. Dieta? and international economic, social and 


political upheavals are perceptibly linked with mismanagement 


pai 


of monetary economics. it leads to speculation and speculation 
leads to unearned gains. T iis source of évils sets the ball rolling 
and epidemics of economic ills begin to browbeat sociologists 
and all other concerned with human welfare. The latter can be 
achieved by genuine economic growth. These cannot be 


achieved without keeping inherent value of money intact. 


The monetary storms have left no developing country 
insulated from crisis, causing often unwarranted decline in 
value. For instance, the famous ‘Economic Tigers’ of the Far 
East Asian countries, having consistent laudable economic 
performance, in terms of gratifying growth and dynamism, were 


not spared of spoils. Though quoted as model of development in 
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early nineties of the faded 20" century, these countries fell 
quick victim of currency value declines, triggered by strong 
speculative spurts. The lure of foreign investments has not been 
a boon, nor assured writing a story of success anywhere and 
particularly in the era of direct foreign investment (DFI) flows. 
This trend underscores the fact that development has to be 


national in character and this can be assured, in all priority, by 


Keeping ‘M’ that is -money/currency value stable would 
ng | Ñ 


prevent shifts in propensities of savings and prospects of 


In this scenario, the interest rate. would be the lone force to 
maintain desired equilibrium. Nonetheless, controlled variations 
in aggregate eS and stock of money would still be necessary 
to keep wages and prices stable against the effects emanating 
from (i) shifts in the supply of labour and its productivity, and 
(ii) changes in the pu ublic demand for money. This may also 
result from changes in the velocity of money or from 
conventional! hoarding pleasures and subsequent dis-hoarding of 
e 


money. Stable value of money would help in significant 


reduction of influence of interest in monetary economics. 


mt 


Change in vaiue of a currency, perceptibly its reduction, 


` 


creating inflation, eroding purchasing power, has been principal 


7 3 


force of justification for interest. Interest has been condemned 


kod 


Ó 
all the religions, social contracts and in science of equitable 
economic dispensation. Eliminating ill effects of interest is also 


well served by means of holding intrinsic value of a currency 


intact. 


The instruments employed in monetary policy pursuits are 


various. Some of the monetary policy instruments aim directly 


their loans and investments portfolio if in excess and/or thus 


would curtail creation and supply of money from the bank to the 
public hands. Contrary to it, a reduction in reserve requirement 
would create extra money and inspire banks to increase lendings 


and/or investments portfolio and thus increase supply of money. 


application and also recognised as a pillar of ‘pure monetary 
tends to be the open market operations, that is sales and 
purchases of securities by the bank of the state and so to direct 
the desired quantum of money/currency to float in the economy 


at a given point in time. This should meet and manage short 


(Qu 


term needs of an economy and need not be allowed as an 
instrument carrying long run influence. With a view to improve 


performance of the open market operations, it is imperative to 


secondary structural tiers. Money market deserves to be fairly 


competitive and adequately functional. Similarly it is important 


bom 


cet, also known as equity market or stoc 
, is fully and effectively functional. Capital market 
constitutes as a major component of the integrated money 


market. It holds a key place in the monetary system to perform 


Fiscal policy involves changes in the government spending 
for goods and services and/or by the tax rates. By this, the 
government directly enters into the market for goods and 
ervices, by cutting or raising the rates and number of taxes. 


Monetary measures operate indirectly, using the lever of interest 
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rate and inducing the public interest in saving and investment or 
spending or consumption. Despite the strength of the fiscal 
policy, by its being a direct assertive force, it was being treated 
with scant attention in the arsenal of stabilisation measures, 
except that it might incidentally operate as an appendage 


instrument of monetary policy! 


r > 


d 
priority between the credit creation for public works and 
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welfare or private proje ith a view to augment scope of 
providing employment. The pu ublic works priority in it, as 
orchestrated by the government functionaries, themselves being 
the key beneficiaries of it, became forceful but ritual and 
rhetoric. It was found convenient by the ‘political leaders’ who 
wanted to give impression that they were really doing something 
tangible and sound, though otherwise it was irrelevant and 
bound to steer instability. Expansion of credit stimulation. has 


* 


been usually an easy job but fraught with far reaching advers 
impact. Resort to credit, becoming massive once irrationally 
indulged for public work and welfare, it tantamounts to burning 
down household savings. It is an example of lamb roast for the 


vested interests by burning the houses of poor people. 


One of the most. striking changes made in the modern 


economic thought has been its perceptibly reversing the 
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previously conceived rol 
Today, monetary effects are recognised and the monetary policy 
is seen to be important but if stretched, it can | 
impoverishment. Emphasis 1s back, and correctly so, on fiscal 
measures to be used m ensuring economic stabilisation or, if 


badly used, in creating. instability. This is a case even where 


` T. g. um O x ee APE aR TARS 


— asss Eee 


yr 
(Ra 
prod 
peek 
cp 
e 
ere 
yama 
wet 
> 
= 
pege 
h 
9" 
Oe 
D 
rs 
ny 
peed 
eh. 
Natt 
co) 
eres 
L: 
= 
Q 
sh 
deat 
Oo 
< 
ao 
K 
= 
ho 
wea 
pote 
iad of 
pth 
Lett 
e 
a 
wD 
2) 
P$ 
< 
Q 
wp 
= 
@ 
jas 
e 
a 


has been E to not the regular prescription to be applied 


cD 


P 
for economic upsurge. The fiscal policy has emerged as the 
fa 


potent force to put in fairplay for equity and fair deal to all. 
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taxation, besides supplementing it through money supply 


top priority has to be given to consistent increase in gross 


ped 


national product, followed by due restraint in popu tlation growth 
rate, so that per capita income levels woul y 


d 
and usher prosperity to the people. This being at hand, the 


government would possess two powerful instruments, namely 
(1)fiscal and (2) monetary. Their prudent use will 
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When an economy needs 
triggered by lower rates of taxation, to impart strength of 
spending by people and to further — economic activity by 
“api ae more money in balancing monetary supplies with per 
capita income growth. In the event, the need is to conserve 
resources and their more judicious use, it would be higher taxes 
to mop up liquidity with public and lower a of money. In 
the event balanced performance is desired, power to inject 


money is to be exercised at the least. 


How to manage the prescribed mechanism may be a question. 
The system is to be enshrined in the constitution through 


protective provisions. Prima facie, the constitution of each 
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country provides for structure to economic safety, social 
security and welfare of the people. This is seen brutally or 
crudely trampled by erosion in value of money and once opted, 


it becomes an unending menace. 


The state agencies and the parliament too should remain 
supreme custodians in ensuring intrinsic value of money intact. 
Prior to or immediately after the presentat ion and passing of 
annual budget, the sitting government should present 
information about monetary policy and management to be 
followed during the year, with special reference to its value and 
changes envisaged therein, alongwith spelling out the intended 
measures to mend the lapses/deviations. It has to be achieved 
within the next quarter of such event. In case of worsening 
situation, this review system of money value be made 


periodical, as a quarterly affair. Once the evil of budgetary 


e 


deficit is overcome, it will yield the desired strength to a 


currency to keep its value intact. 


g 


Difficulties in keeping money value intact in the external] 


e 


sphere will also be overcome by the dynamics of genuine 


economic growth, attuned positive through holding intact value 


Fad 


of money within. This mechanism will spread soothing influence 


< 


on the cost of production, by liberating the forces of economic 
growth to work on merit in the pr romising fields. As the 
inflationary trend is tamed, it yields efficiency and imparts 
strength to productive sectors. This will help produce more 
besides yielding economies in the cost of production. This will 
tone up foreign trade counter to move in a balanced track, if'not 
shift to a surplus. Albeit, deficit, which leads to increasing 
indebtedness and debt servicing, virtually triggering erosion in 
b 


currency value, will 
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The value factor of money ought to be linked with gross 
national product and the allied features listed in the evolved 
formula rather than to any other currency, though such currency 
is accepted globally but does conform to the formula spelt out. 
Speculative forces can indulge in erosion or otherwise of any 


currency under the mischievous money gam 


The monetary policy instruments and its structural set up, in 
brief, are considered to be useful tools in avoiding the need for 
price and wage fluctuations, with a perceived pursuit that unit 
value is well maintained despite changin 
absence, the internal forces in the first phase, soon to be 
followed by external forces, would trigger inflation or deflation 
on price level, particularly in the system of the fractional 


reserve dominant all over in the banking business. 


Monetary policy, design, structure and management po to 
be the domain of the experts in this sphere. Bank of the state be 
assigned the role to play efficiently and without subservience to 
the ministry of finance and the government of the day. The 
options envisaged to manage monetary value intact are meant 
for each visualisable situation. to face with prudence. Some short 
time relaxation, so as to mend any aggravated situation will be 
permissible but with soon realignment to really deserved point, 
which means keeping currency value intact. This will put 
peoples resources and energies on right track of productive 
pursuit and reward on merits. It would eliminate influence of 
. speculative traits and set economic wheel moving in a right 
direction, spreading its sweet fruits to those who work and hold 


worth to their workmanship. This will uplift morality, equity 


and justice both in economic and :ycial spectrum. 


Chapter 15 


CURRENCY VALUE EROSION, 
NEEDS REMEDY 


` A prescription conventionally used by developing countries 
to stem and rectify their consistently growing adverse foreign 
trade balance and, further to contain, control and reverse 
recurring budgetary deficit, has been to put on cascading value 
their currency in foreign exchange parity. Floating exchange 
value is also practically the name of the same game! Opting for 
this measure is presumed to reduce imports by means of their 
increased cost in the domestic currency and to improve exports 
by lower cost factor to the buyers abroad. The resultant steep. 
increase in the cost of production at home, which occurs in the 
process, is generally ignored. Such an increase is more than 
urrency value of the exporting country to the 
h 


c 
foreign buyers. The element of higher cost of production 


L t. by 
lower value of currency does not adversely affect the foreign 
buyers but favours their interest. They happen to be at gains by 
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Similarly in overheat to rectify foreign trade balance, 
structure of imports and the scope for c uantitative reduction of 


such imports goes by ne 
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perceptibly characterised bv import of essential items and 


stuckup by export of primary and semi-processed products. In 


themselves. Erosion in value Of a currency, as such, operates 
like a double edged sword, cutting on both ends, making imports 
costlier and exports cheaper. This normally tends to aggravate 
adverse balance of foreign trade instead of improving it. 


Besides, it tends to reduce import quantities and increase export 


> 2 


quantities, rather than reducing imports and increa sing expo 
in real value terms. It makes massive real trans 
resources from developing countries to developed nations. It 
renders Poor economies poorer and rich nations richer. 
Liabilities shoot up in local currency measure relating to the 


debts contracted in foreign currency and being outstanding. 
gn í ; £ £ 


further squeeze on balance of payments position. It also 
aggravates the budgetary deficit to alarming proportions. The 
quantum of debt servicing increases by the erosion in currency 
value factor and s substantially more goods have to be offered for 
earning forex to pay for unchanged volume of imports and to 
pay for same debts. Currency value erosion is not a remedy. It 


multiplies the malaise for eradication of which it is invoked! 


In Pakistan, cascading value of rupee and even drastic 
devaluation of Currency were administered over the years. But 
these did not deliver the desired result of putting the foreign 
trade trends on sound tracks as was envisaged. Foreign trade 
deficit has persisted to dominate the scene as distinctly as was 


the case prior to resorting to such practices. The rupee was 
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massively devalued, by a hefty 131 percent on May 5, 1972 from 
its value at Rs. 4.76 for a US dollar to dip at Rs. 11 per US 
dollar. It was followed by a straight 10 percent devaluation 
during 1992, by seven percent during October 1995 and by about 
four percent during September 1996. The Rupee was put on 
managed floating exchange rate system (based on trade related 
weighted basket of currencies) from January 1982. How the 
rupee value fared, falling persistently from May 1972 and 
subsequently from January 1982 is illustrated in the table on the 
next page. Managed value of rupee is determined on the basis of 


a ‘basket of currencies’ of major foreign trade partners o 


boy 


Pakistan. The composition of. the basket and the weightage of 
each currency contained in the aid es basket have 
remained a tricky secret with the State Bank of Pakistan. 


The managed floating exchange rate system was replaced 
with the two tier exchange rate system on July 22, 1998. The 
system carried three components to deal with, consisting of (a) 
official exchange rate, (b) floating inter-bank rate (FIBR) and 
(c) composite rate. Official exchange rate is determined by the 
SBP, while floating inter-bank exchange rate is determined by 
market place forces known as de mand and supply within the 
banks circuit deals. The composite rate was based on certain 
specified ratio of official rate and floating inter-bank rate, 
usually fixed at 50:50, a combination of the two. This was kept 
as transitory facilitation. The two-tier exchange rate system was 
replaced by unified exchange rate system from May 19, 1999. 

By this system, the official rate was abolished and the value of 
the rupee was left free float for determining the value by the 
interaction of demand and supply in the inter-bank market and, 


as such, rupee value is determined by in nteraction of demand and 


pply. The government do not interfere in it. However, the 


wa 
gs 


Currency Valu 


1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 


1999-00 
2000-01 


e Erosion, Needs Remedy 


State Bank of Pakistan intervenes when need so arises to avec 


wide fluctuations in currency exchange parity. 


US Doilar-Rupee parity 


Prior to May 1972 Rs. 4.76 
Up to January 1982 Rs. 11.00 


Floating Average Value introduced 


since January 1982 


Rs. 38.99 
Rs. 43.20 
Rs. 46.70 
Rs. 50.05 
Rs. 64.09 


Source: SBP Annual Report 1999-2000 
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In the past 17 years, the Pakistani rupee devaluated by the 
massive scale of 3.94 times including several times suffering 
steep slippage, one time devaluation and time to time steady 
erosion under the managed and floating value systems. On the 
whole, the rupee has been slipping down, being equal to its 
sinking in place of the so-called float! Over the past 19 years, 
1982-83 thru 2000-01, value of rupee eroded by about 80 
percent. Its original value discounted to mere paisa 20 by 2001. 


This represents the real picture of how erosion creeps in and 


BS 


ripples an economy. 


The prime objective of eroding the value of rupee was 
considered to be to rectify the foreign trade balance which has 
consistently been growing in defic 
achieved. Foreign trade deficit did not even stay put but kept, 
by and large, rising adversely. This inference can came k 


drawn from the data relating to the foreign trade furnished 


the table on the next page. 


Foreign trade deficit fluctuated from year to year in the 
range of US$ 1488 million to US$ 3574 million. Low level of 


deficit was due to non- availa bility of loans and assistance from 


abroad. As a result, imports reduc sed. This brought deficit down. 
Though exports in the process increas ed as noticeable from 


a 
1986-87 and performed well by moving steadily up, the cost o 
Ww 


imports soared up. There was, therefore, no substantive 
improvement in external trade deficit, for which the value of 
rupee was kept on sliding scale in exchange parity with the US 


ollar. 
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FOREIGN TRADE OF PAKISTAN (Fob basis) 


(In thousand US$) 


Year Exports Imports Deficit 
1981-82 2,464 5,622 3,158 
1982-83 2,694 5,357 2,663 
1983-84 2,768 5,685 2,917 
1984-85 2,491 5,906 3,415 
1985-86 3,070 5,634 2,564 
1986-87 3,686 5,380 1,694 
1987-88 4,455 6,391 1,936 
1988-89 4,661 7,034 2,373 
1989-90 4,954 6,395 1,981 
1990-9] 6,131 7,619 1,488 
1991-92 6,904 9,252 2,348 
1992-93 6,813 9,941 3,128 
1993-94 6803 ` 8,564 1,761 
1994-95 8,137 10,394 2257 
1995-96 8,707 11,805 3,098 
1996-97 8,320 11,894 3,574 
1997-98 8,628 10,118 1,490 
1998-99 TTT” 9,432 1,653 
1999-00 8,569 10,309 1,740 
2000-01 9,143 10,660 ` £520 


(upto April) | T | 
Source: Economic Survey 2000-2001 


Reduction in foreign trade deficit can alternatively be 
achieved by proper measures aimed at toning up the existing 
foreign trade system and revamping its structure. Identification 
of new products, having material strength and finding new 
markets with firm potentials form the basic prerequisite to 
achieve the desired end. Reliance on traditional products and 


markets though imperative, there was need to make efforts for 
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diversification to give additional strength for sustainable 
change. Opening of fresh avenues, both in terms of new markets 
and additional products, is an imperative priority. This could 
include reformation of the quota allocation system which 
contains several pitfalls and deprives genuine parties from its 
share on merit and consequently provides unearned gains to the 
in the field. A critical review of foreign trade, from 


time to time, is the minimum effort to be consistently exerted, 


for proverbial ‘stitch in time, to save nine 


Devaluation definitely benefits the foreign buyers of goods 
while commerce and consumers in the domestic market suffer a 


great magnitude of disadvantage. Dev ‘aluation triggers cost in 
spiraling bouts. The entire economy suffers due to it and the 
masses fall prime victim to its vengeance. Instead of opting for 
devaluation, direct or in float form, the proper strategy would 
be infusing the cost economies and to assert them. Great 
potential exists for this in all sectoral spheres of developing 
economies. Pilferages, leakages and wastages, due to corrupt 
practices have been rampant in these economies. Conservative 
estimates have put losses arising from it at 30 percent and 
liberal rating puts it at massive 50 percent of the ove arall 
resources. This points out the possible remedy available, which 


must be applied with vigour. 


EMERGING EVILS 

Constant erosion in the value of a currency breeds the evil 
of siphoning off the foreign trade counter. As imports become 
assured of receiving more local 
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between opening of the letter of credit and the joni of goods, 
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importers would be inclined to more 
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remittances abroad. The eroding value of local currency ensures 


Looking conversely, exporters would be inclined for early 


shi cee and delayed remittances. 


As the evil of earning more by erosion in value becomes 
evident and the de gets attuned to its phenomenon of better 
profitability, there is motivation to keep part of the foreign 
exchange abroad, as it would provide tripled income, in forms 
of (i) interest (ii) devaluation gain in local currency and (ili) 
such gains being tax free on remittance, also enabling tax 
avoided unaccounted for income becoming ‘white’ and 


legitimate resource to utilise. 


Assessed by the rupee value erosion data furnished in the 


preceding table, the gain to keep funds abroad exceeds normal 
b 


taser: 


usiness and investment income at home. Besides, the forme: 
approach is risk free and assured income, while business face 
uncertain future and risk feature in developing economies being 
more vulnerable. 

The evil practice of leaving funds abroad then goes on 
multiplying. As-a result, foreign trade and balance of payments 
position would continue to deteriorate instead of providing 


benefits envisaged on floating of a currency. 


The assumption that accelerated exports-cum-slowdown of 
remittance from it, besides expediting payment plus more 
imports and delayed shipments of imports, would be a self- 
adjusting factor is not compatible with reality. Actually, the 


tendency to keep foreign trade funds abroad and earn 
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handsomely in local currency count, without putting tangible 
efforts for it has been on the rise. With the permission to keep 
foreign currency accounts at home by the residents, the demand 
for forex notched up unprecendently in order to secure by 
hedging against domestic currency’s value erosion. It has been 
influencing erosion of focal currency value further by 
interaction of demand and supply. This also proves that 
measures to prevent keeping funds abroad and to break such 


tendency have not been productive. 


On an assumption that three to five percent of the foreign 
trade value is pilfered and kept abroad, the amount would size 
up to a significant US$ 600 million and to a massive level of 
US$ one billion on aggregate foreign trade at US$ 20 billion per 
annum. No wonder then that a part of the escalating foreign 
trade deficit would be due to keeping part of the forei 
money abroad. Hence, the eroding value of currency 
serve as a remedy to recurring foreig gn trade deficit but has 
become a festering wound, creeping deep by more and repeated 
resort to it. This is confirmed by the foreign trade data 


furnished for the past several years at a stretch. 


Improvement in foreign trade domain could be conceived by 
evoiving an immaculate cost efficiency format. But cost 
escalation in developing economies is seen beyond 
which, to a great extent, is attributable to two k 
persistent decline in the value of currency, and (b) continued 
administrative increase in prices of commodities, utilities, 


transport, communication, wages and mark up. The said two 


the rate of production of goods and services. This has been 


It becomes imperative to put a tight Hd on both the 
identified and named villains. 
tight control. Monetary inflation should be banned. 
Administrative price push should 
be frozen. Cost run up should be grounded to halt. Stabilisation 
process by freeze should be put in gear as prime task in a bid to 


salvage the alarming situation. 


notorious factors, among several others, tend to frustrate efforts 
in revitalisation of foreign trade. They are: (1) lack of 
osroduction surpluses for exports and no reduction in imports, 


i.e, inelasticity in imports and exports; (2) no check on cost 


application of suitable remedy, (7) ignorance relating to 
technology gear up having rendered law of comparative 
advantage incompatible, (8) lack of awareness about cost 

practices of developed countries in 
exports while pulling down protective structures in developing 
economies, (9) several restrictive modes persisting on imports 
by developed economies and their dismantling in developing 
countries, and (10) absence of sound monitoring system for 
competitive import costs of goods and reasonable price earning 


of exports, in turn promoting over-and-under-invoicing debacle. 
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The decline in rupee value to parity with US dollar by a 
single stroke, that is, devaluation has been devastating in 
cumulative effect over the years. Steady fall in value by means 
of floating the currency has not been effective either. The basic 
purpose of (a) accelerating exports so as to fetch more forex and 
(b) reducing imports, so as to resurrect the balance of foreign 
trade have proved elusive- The objective has not been achieved 
but gone haywire. Increase in cost of imports has continued to 
outstrip growth in export revenues. Growing adverse 
external trade has persisted without deterrence. The foreign 


trade trends . the dilemma of perpetuating adverse 


to portray positive outcome in the desired direction. Conversely 
to devaluation, the ‘calculated’ cascading of exchange value of 
rupee had been adopted to reduce trade deficit. The main 
“purpose of decline in the value of rupee had been to fetch 
increase in exports, together with simultaneous reduction in 


imports and forging a fair trade balance. The foreign trade 
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figures belie it. This leads to the conclusion that reli 
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exchange value alone, for improvement in foreign trade a 
has not been adeguate. The difference between devaluation and 
floating value is not much substantive by ultimate measure. The 
Beatie difference has been the time factor, being at one go 
and by a spread out. The result has been identical being the 
drastic fall in exchange value of a currency and yet no desirably 
favourable turnaround in the external trade trends, terms, tone 
and results 
AID, TRADE AND INVESTMENT! 

Three ploys in the guise of development, under the pretext 
of ‘restructuring of developing economies’, for achieving 
growth momentum have been applied in the global context. All 


these have exploitative effect in the end. These tactics hav 
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been, in the ultimate analysis, tools triggering transfer of 
resources from eas to developed countries. Such 
transfers become intensive in progression. Growing transfer of 
resources from developing countries, combined with their 
increasing foreign indebtedness, provide evidence enough to 
prove that the system is thoroughly exp 

In the aftermath of the second world war, there was a 
transformation from political imperialistic blocks to 
ndependent countries. Before this, a large number of the 
present developing countries were directly ruled by European 
countries, such as Britain, France, Holland, Germany, etc. Later 
independent countries emerged bearing different grouping 
banners, those of capitalist, socialist and communist economic 
political systems. In fact, the direct politically imperialistic 
grip was only diluted and it changed its form to economic 


imperialism, holding indirect yet more effective an influence 


-The economic policy cover of imperialism created its own 


problems, rooted in conflict of interests. The main areas of 


te 


conflict related to (a) geographical differences and (b) how to 


reconcile them with the law of comparative advantage, so as to 


(c) allow -unrestricted transfer of- resource and . promote 


ËI 


environment of free trade. Unrestricted trade has been 


mt 


considered as imminent for realistic and rationale growth of all 
countries based on equity intertwined with fairdeal. This is 
considered to confer maximum economic gains to all countries 


equitably. 


It was easy to be said than done, as in the process it gave 


rise to balance of trade and balance of payments intricacies. 
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Importance of free international trade has been of prime concern 
to developed world, to ensure wheels of their massive scale 
production industries keep on moving non-stop and their foreign 
trade and balance of payments counter perpetually grow fat. 
Their pursuit of this aim and difference in the stages of 
,development created problem of financing international 
transactions. This also gave birth to the problem of exchange 
rate. It was initially backed by international gold standard, 
which made transfer of the scarce metal. Its po 

always remained limited. Gold metalism failed to hold on as a 


¥ 


lasting standard. It gave way to the artificial standard, in the 


Ë 3 


form of Special Drawing Rights (SDRs) under a prescribed 


k: 


value parity system of selected currencies managed by the 


International Monetary Fund, functioning as global central bank. 


Trade and balance of payments problems gave rise to the 


ed to fortify tariff structures. In order to dismantle or 


tera 


vercome this barrier, the system of restricted economic aid was 


© 


introduced. This gave to the lenders great political leverage 
besides economic hold over the borrowers. Through the 
ebtedness of developing countries 
continued to surge and swell. Yet it was an inevitable chain that 
could not be broken by the borrowing nations, which were 


required to buy specific goods from the lenders, obviously aí 


rices than available in the international market and also 
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h goods even on its being of inferior quality. 


Aid has been an instrument of E some minimum wants 
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economic revival of Europe through the Marshal Plan from the 


Ç 


debris of the world war II. The plan gave excess mileage to 
industrial powers of America, Western Europe, Canada, etc. and 
compelled them to be partners in protecting their economic 
might with a renewed spirit. These countries, with the 
experience gained earlier, formed a monopoly for unity and 
unified system to perpetuate their economic power globally. 
First the aid flowed through the Worid Bank. Later it was 
diversified and the monopoly was brought under the banner of 
consortium. Thus a diversified system of aid, with single pursuit 


1 


of economic domination, has been created and it is now kicking 


up. The International Monetary Fund has been made a catalyst 


m£ 
© 


of certification provide tightly measured quantum of aid, and 


that too subject to tight format with severa 


conditionalities laid down, to be strictly adhered to by the 


Aid is usually claimed to be concessional but this has mostly 
been a myth. Gains, accruing from apparently lower rate of 
eable on such credit facilities and longer time of 

these loans, were more than compensated by 
substantially higher prices charged for compulsory procurement 
of goods and acquisition of services from the lenders. 
Concessional loans have generally been tied by specific sources 
of purchases. This has kept the industries of developed aid 
providing countries moving non-stop. Aid has mainly been 
channeled to secure smooth industrial performance in developed 


economies. 


Gross economic exploitation of developing countries has 
been evident from the manipulated economic assistance that has 


been provided and which, in fact, has enabled developed 
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economies to function at optimum levels. Aid actually laid the 
debt trap and put unbreakable economic chains around the 
developing economies rendering them increasingly dependent on 


growing indebtedness. 


FREE TRADE I 

The era of aid initiated during the decade of 1950s was 
further fortified by another slogan, ‘no aid but trade’, which 
was presented as an added instrument of ‘economic 
development’ of developing countries. The aid trap nonetheless 
continued to rule but firmly with the trade replacing former 
covert method of tied lendings. This system of trade became 


i pal 3 
, deveioping 


Ga 


more vicious in effect. Through the aid proces 
countries were able somehow to create certain basic industrial 
structure, in pursuit of the law of comparative advantage. 
Emphasis was placed initially on import substitution. This was 
not found favourably disposed for developed countries. So, in 
order to keep the economic domination impregnable, developed 
countries applied an additional squeeze an the apparatus of 


a 


trade to replace aid! Aid extended earlier though was not written 


2 


off to clear the decks for free trade. But debts were used as a 
tool to promote exports from developed to developing countries 
and flow of imports to developed from developing countries was 
restricted by arbitrary tariff walls, quantitative limits, 
qualitative criteria, various forms of certificatio and alike 
uneconomic means. Trade and free price features were always 
moulded and mounted in favour of industrialised economies by 
means of their mass production, yielding economies of scale and 
fortified by Minna advancement. Besides, the capital- 
‘ 


intensive productive pursuits rendered pro duction cost of goods 


in developed countries lower. In contrast, developing countries, 
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pursuing policy of providing more employment, constraint of 

es restricting expansive scales of production, the narrow 
technological base and backwardness, suffered by rising cost of 
production. As a result, developing countries could never 
achieve competitive edge inevitable to keep exports improving. 
This mechanism which has been dominant in global trade, does 
not support external trade balance of developing countries to 
improve. 

With a view to improve foreign trade balance, developing 
countries were compelled to reduce exchange parity value of 
their currency in a bid to ‘increase exports and contain imports 
But this did not happen in a majority of cases. On the contrary, 
foreign trade deficit has been increasing. Costly industria! 
structures created through the mechanism of aid by developing 


countries perceptibly depended upon industrial countries for 


stores, spares, chemicals, supportive machines and even 
markets, for production to roll out. It has left developing 

etually in a lurch and their economic viability 
hanging persistently in balance. Free trade pursuits to aid 
strings have all, by and large, aggravated the foreign trade 
adverse balance of developing economies. The recurring foreign 
trade deficit of Pakistan holds testimony to it. Slogan of trade, 
intended to replace aid, as raised often and advocated ardently 
by ady mace economies, has not practically eased the situation 
for developing countries. It has kept its injuries ignobly 


aggravating. 


The aid and trade cliché has increased foreign trade deficit 
of developing nations. In order to meet increasing liability on 
this account, each year in succession, developing economies get 


viciously trapped and entangled in the mire of increasing 
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indebtedness. Loans-led development has become a big burden 
and a brunt on reducing resources. Maturing higher debts, 
concurrent with higher foreign trade deficit, have virtuall 
crippled the countries trapped in the system. Bankruptcies 
remain the sole alternative to opt for in the given debts ridden 


turmoil. 


Certain viable industrial structures created earlier through 
the aid flows were bound on ensuring their sustained 


development and growth, to emerge as capable to bear 


i) 


competitive onslaught. These could have emerged as economi 
engines to reckon with nascent industrial structures possessed 
z. developing economies. This was achieved thro ee the 
evolution of what is termed as free trade and free price 
environment. The foreign trade structure has been keeping 
developing countries, by and large, as mere producer of raw 
materials and at the most of semi-processed goods, for which 
the market will be restricted to developed countries. Most of 
developing countries have concurrently become competitive 
among themselves for sale of their goods to the restrictive clubs 
of developed countries. This is bound to keep industries in 
developing countries functioning at lower grades and scales. 
Their advancement on proper lines will remain blocked. This 
imbroglio for export promotion, thrust upon developing 
countries, has eventually been instrumental in DT s. value 
of their currency. The relevant competitive countries sailing 
proverbially in the same boat, adopting the same tactics, thus 


offset the gain to accrue. This system has been beneficial to 
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As if it was not a to strangulate the real development: 


and growth of developing countries, another arrow taken out and 
used from the armoury the economic exploitation package had 


been foreign direct private investment (FDPI) and portfolio 


investment by the foreign parties. It has not been a shi 


replacement but an addition to and combination of strenuous 
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layers of aid, trade and investments. 
aghast and ask in agony, what next? Let us deal with the subject 
of investment in providing a comprehensive picture of the 
package of economic exploitation designed and unleashed by 


developed countries. 


FOREIGN DIRECT INVESTMENT 

Foreign private investment trickles down on providing 
exceptional security to such investments and on ensuring 
perpetuating remittance of profits. Usually such foreign 
investn ents tend to flow in sensitive spheres of utilities and 
services, such as telecommunications, fuel and petroleum, gas 
and power, fertilizers and pesticides, chemicals and 
pharmaceuticals, electrical and electronic instruments, some 
core consumer items, banking, insurance and financial services. 


These areas are alluring as they provide assured earnings. 


Recent FDPI flows to developing countries have been in the 
form of equity takeover of sensitive projects under the 
privatisation process, which is said to have been forced to 
obtain funds to pay off foreign debts. Even the existing key 
projects in the public sector were undergoing the process of 
shift of management and control from government to private 
foreign investors. This method has opened up micro-scale set up 
for foreign investors and giving the control of strategic areas in 


the hands of foreign investors. 
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Through the medium of private foreign investments, control 
of micro level business and industry has been passed on to the 
foreign business and perceptibly relating to key economic 
sphere. Through aid and trade, the concentration was on the 
acquisition of priority control and over macro-level. Through 
foreign private investments. such control get extended to micro 
scale. This means putting the rope around the economic neck, so 
that when desired, strangulation can be safely and even remotely 
administered. This process has extended leverage of influence in 


control, direction and management on both macro and micro 


level economies to foreign interests. it has been the worst form 
of economic imperialism and of a total exploitation. There can 
be no escape for developing countries from an excessive 
economic exploitation through trade, aid and foreign private 
investment. All this has been instrumental in massive resource 


transfer from developing to developed countries. 


RESOURCE TRANSFERS CONSEQUENT TO CURRENCY 
VALUE EROSION 


By means of aid, trade and investments, sustainable richness 


of developed countries has been assured. Besides this, 
perpetuating poverty has been inflicted on developing 
economies through massive transfer of resources to developed. 


pm 


countries. This can be gauged from the value of aid compared 


Ae 


with value of foreign trade, diminished by erosion in currency 


value. It is illustrated in table on the next page, with reference 
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Year Foreign Average erosion in iminished Gross Net foreign 
trade value currency value value of disbursement of economic 

foreign trade foreign assistance 

Rs per % fall economic on discounted 

US$ assistance trade value 
1983-84 8,453 13.48 6.06 512 1.17 664 
1984-85 8,297 15.15 12.39 1,028 1,257 229 
1985-86 8,704 16.14 6.53 568 1,528 $60 
1986-87 9,066 17.18 6.44 584 1,399 $15 
1987-88 . 10,846 17.66 2.44 265 1,824 1,559 
1988-89 11,695 19.22 9.20 1,076 2,619 1,543 
1989-90 11,889 21.45 11.60 13:19 2,342 963 
1990-91 13,750 22.42 4.52 622 2,156 1,534 
1991-92 16,156 24.84 10.79 1.743 2,471 728 
1992-93 16,754 25.96 4.51 756 2,493 1,737 
1993-94 15,367 30.16 16.22 2,493 2,549 56 
1994-95 13,531 30.85 2.25 417 2,600 2,183 
1995-96 20,512 33.57 8.81 1,807 2,565 758 
1996-97 20,214 38.99 13.91 2,812 2,233 (579) 
1997-98 18,744 43.20 9.75 1,828 2,801 973 
1998-99 17,211 50.05* 13.69 2,356 2,432 76 
1999-00 18,878 Sets 3.44 649 1,428 779 
2000-01 19,803 51-73 0.08 16 1,740 1,724 


* composite 
Source: Economic Sur ey y 2000-2001 

Due to erosion in the value of rupee in exchange parity 
external trade suffered significant erosion in forex value 
receipts. This reflects transfer of goods or resources fron 
Pakistan to its foreign trade partners, the main beneficiary being 
developed countries. In terms of gross foreign economic 
assistance received vis-a-vis erosion in foreign trade value, the 
et resources available and utilised in development pursuits 
turned relatively small and proverbially peanuts. Net foreign 
economic assistance, available after annual repayment of debts 


£ 


and debt servicing, fell lower than the loss suffered in foreign 


238 Equitable Monetary System and Structure 


trade account on account of average erosion in the currency 
value, with exception of 1987-88, 1988-89, 1990-91, 1992-93, 
1994-95 and 2000-01 fiscal years yielding surplus exceeding 
one billion dollar net inflow. In the given six specific years, the 
four years, 1987-88 to 1990-91, were exceptional, relating to the 
period of active Russian invasion of Afghanistan. Pakistan 
resisted it being a bold front line state and served as conduit of 
supplies of American arms to the Afghan Mujahedin (the brave 
warriors for the right cause of freedom). These four years 
cannot be treated as normal and similarly 2000-01, being 
American action in Afghanistan. By and large, the erosion in the 
value of currency, launched afloat since January 1982, has not 
yielded even some reasonable economic gains, since loss in 
trade value by erosion in currency exchange parity was more 
than the net economic assistance available. This clearly 
répresents transfer of resources under aid and trade regime 
weaved in by developed countries, having an in-built mecha anism 
of the economic exploitation of aid seekers. The flourishing of 
developed countries through this system of fleecing has 
virtually created economic imperialism of the worst form, 
replacing the political imperialism of pre-world war II period. 
This system carries no accountability of developed dictating 
world powers in respect of socio-economic uplift of the people 
living in developing world, not even as little as existed in the 


period of political imperialism! 


Erosion in the value of currency, as dictated by lenders, 
ctly and or through their agencies, authorised in providing 
certification to arranging such ‘assistance’, namely the World 


Bank, the International Monetary Fund etc. has not been proved 


thoroughly positive, precisely gainful and perceptibly 
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productive for developing countries, as is evidence from the 
case of Pakistan, presented for the past 17 years at a stretch. 
Similarly, no tangible gains have accrued from foreign 
investments either.. Its trend has been markedly negative. 
Outflow in debt servicing and repatriation of profit have been 


substantial against the private net capital investment inflows. 


FOREIGN DIRECT PRIVATE INVESTMENT (Net) 


pseu vex Private net Repatriation Net flow 
capital inflow of profit net position 
1982-83 673 541 + 132 
1983-84 265 638 ( 373) 
1984-85 108 661 ( 553) 
1985-86 757 752 + 005 
1986-87 320 787 ( 467) 
1987-88 330 933 ( 603) 
1988-89 328 1,013 ( 685) 
1989-90 473 i,074 ( 601) 
1990-91 506 1,242 ( 736) 
1991-92 568 1,335 ( 767) 
1992-93 1475 1,569 ( 394) 
1993-94 1,958 1,694 + 264 
1994-95 1,725 1,953 ( 228) 
1995-96 2,681 2,137 + 544 
1996-97 1,832 390 ° + 490 
1997-98 (331) 2,454 (2785) 
1998-99 (1,901) 1,903 (3804) 
1999-00 (2,043) 2,135 (4178) 
2000-01 ( 386) 1,801 (2187) 
(July-March) 


Source: Economic Survey 2000-2001 
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Of course, repatriation of funds has been higher than the net 
investment flow. It has been on account of earlier foreign 
investment inflows. The net effect of much trumpeted private 
investments had not been soothing so far. Instead, it has also 
been proved a drain as seen in the net balance of payments 
position. As repatriation of income is adjusted against net 
disbursement of foreign economic assistance available, the latter 


would stand massively or miserably reduced in effect. Look at it 


in the following table. 


FOREIGN INV ESTMENTS, NET EFFECT ON RESOURCES 
(In million US$) 


Year Net Net Net foreign Foreign trade Net effect on 


discounted investment resources value diminished resources 
foreign outflow available by currency 

economic erosion 

assistance 
1985-86 960 005 965 568 397 
1986-87 815 467 348 584 (236) 
1987-88 1,559 603 956 265 691 
1988-89 1,543 685 858 1,076 (218) 
1989-90 963 601 362 1,379 (1,017) 
1990-91 1,534 736 798 622 176 
1991-92 728 767 (39) 1,743 = (1,704) 
1992-93 1737 394 1,343 756 587 
1993-94 56 264 320 2,493 (2,173) 
1994-95 2,183 228 1,955 417 1538 
1995-96 758 544 1,302 1,807 (505) 
1996-97 (579) 490 (89) 2,812 (2,901) 
1997-98 973 2,785 1,812 1,828 (16) 
1998-99 76 3,864 3,728 2,356 1,372 
1999.00 779 4,178 3,399 649 2,750 
2000-01 1,724 2,187 463 16 447 


(July-March) 


Source: Economic Survey 2000-2001 
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Net effect on resource position has ultimately been 
unfavourable or negative, despite economic assistance. It has 
been due to erosion in currency value. In the given time series 


> inflow of funds has fallen far behind the 
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currency value has not contribute 
back of resources, though it was inevitable for a sustainable 


economic progress. Foreign trade deficit, in absence of currenc 


Set 


value erosion, could have been reduced. It would have not made 
big dent of invisible transfer of resources as much as it could be 
seen from the disguised currency value adjustment process. 
During the years, rate of currency value erosion was lower, real 
foreign economic assistance and its net effect of resources 
availability was pails improved and this proves the point 
that currency value erosion is no support to have resource 


inflow. Instead it triggers outflow of resources considerably and 


Remittances from the people of Pakistan working abroad 


have been the source of succor and at times “solid support 


nua] 


against total breakdown by exploitative means combined in 
trade and investment ‘tango’! This is evident 


from the table on next page. 


s long as currency value erosion, whether by cascading 


> 


le or one time big dose, will p persist, the situation will not 
turn favourable to developing countries. Use of aid, trade and 
investments has been to put exploitative cobweb against 
developing countries. Developing countries being consistently 

deficit on trade and balance of payments provide enough an 
evidence of ploys adopted being not fruitful for developing 


nations. 
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WORKERS’ REMITTANCE SUPPORT 
TO FOREIGN TRADE 
(In million US$) 


Trade deficit 


s Oen G mi T 

j deficit remittances ees 

(Percent) 
1985-86 2,564 2,595 | 85.31 
1986-87 1,694 2,279 99.35 
1987-88 1,936 | 2,013 78.73 
1988-89 9.375 4,897 HTS 
1989-90 1,981 1,942. 78.15 
1990-91 1,488 1,848 124.19 

1991-92 2,348 1,468 62 

1992-93 3,128 1,562 49.93 
1993-94 761 1,446 82.11 
1994-95 2,257 1,866 82.68 
1995-96 3,098 1,461. 47.16 
1996-97 3,574 1,409 39.42 
1997-98 1,490 1,490 100.00 
1998-99 1,653 1,060 64.13 
1999-00 1,740 983 56.49 
2000-01 1,520 855 56.25 


(upto March) 


Source: Economic Survey 2000-2001 


Without remittances from expatriates, balance of payments 


position would have falien beyond control. The analysis that had 


on 
© 
= 
emd 
© 
= 
€p 
ese 
h” 
£ 
or 
= 
kah 
Qu 
© 
pen 
et 
a 
© 

GQ 
Qo 
9 
o 
o 
meh 


been given fairly brings the 
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Cad 


aid, trade and investments, economic exploitation has been 
intensified, leading to brutal economic imperialism. Erosion in 
value of currency has not been instrumental in mending the 
trends in favour. On the contrary, such a ‘remedy’ has been the 
root cause of persistently aggravating balance, of payments 
malaise as it actually created massive transfer of resources. in 
the process, it has inflicted increasing resource constraints to 


developing economies, as is vivid from the case of Pakistan. 


The workers from developing countries going to developed 
countries have, by and large, been persons of ali skills. 
Migration of qualified persons benefits the countries capable to 
offer better job opportunities. Such a brain drain tends to dump 
developing economies in longer lurch of shackles. Currency 
value erosion in developing economies has been aggravating 
brain drain and rendering poor countries poorer in consequence. 
Talents B is yet another dimension of keeping 

g economies chained to stagnancy and virtual setback. 

Erosion in value of a currency would never bring into play 

fair foreign trade and budgetary trends. This was bound to make 


deficit looming large and impinging upon revenues for the 


O 


xchequer. Monetary matrix would perform well by ushering 
welfare of the people on keeping intrinsic value of a currency 


firmly stable and not allowing erosion in it. 


Chapter 16 


MASSIVE TAXATION 
ON MASSES 


IN almost all the countries, particularly developing nations, 
the burden of visible and invisible taxation placed on the people 
has been perceptibly heavy and it has been generally increasing 
every now and then. Higher or iower taxation, by and large, is 
assessable by the increase in the rate of taxation vis-à-vis 
increase in the rate of per capita income. Both aspects deserve 
to be measured preferably at constant factor cost so as to give a 
true picture of impact. Measured by current factor cost will also 
reflect the position but not as precise as to be at constant factor 
cost. Current cost or market value factor would absorb influence 
of monetary influx and is to create some extent of distortion. As 
a result, it is not a very good measure to adopt. A more precise 
measure wouid be to assess the increase in tax rate on each 


Strata with particular reference to margin 


m 


I group of taxpayers 
in a society vis-a-vis increase in the rate of per capita income of 


such groups 


Whether it refers to a developed country or a developing 


4 


economy, the burden of taxation, by means of multiple levies, 
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product. It will be still worse when compared with per capita 
income scale. Developing economies remain the worst affected 
by taxation, which is often branded as the tyranny of taxation! It 
happens due to the rampant tax evasion practices, which get 
support in their growth from the cancerous corruption wide 
spread in the taxes administering machinery. Due to leakages by 
corruption, actual tax recoveries fall short of the revenue 
estimates. This leads to increase in tax rates, besides creating 


fresh levies. 


The taxation scenario of developing economies is bedevilled 
by a short circuit of taxpayers and a large number of taxes. New 
taxes being imposed so often and the rates of the existing taxes 
being routinely raised render the situation worse and alarming. 


It often works like killing the goose laying the golden eggs at 


the altar of growing greed for revenues. 


The rapid and repeated increase in the rates of taxation in 
developing economies is generally defended on the ground that 
the ratio of direct taxes to aggregate tax receipts and overall 
taxation in terms of gross national product tend to be lower. It 
is a myth. Direct taxation needs to be assessed in terms of the 
percentage of population paying such taxes and the portion of 
national product coming under such taxation. On application of 


this correct approach, taxation would be found heavy and 


inequitable in developing countries. 


For instance, in Pakistan direct taxes at Rs 133.900 billion 
actual for 2000-01 formed 23.99 percent of the aggregate gross 
revenue receipts at Rs 557.950 billion. On the other hand, 
indirect taxes at Rs 272.600 billion worked out to 48.85 percent 
of such receipts while Rs. 33.00 billion forming 5.91 percent 
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ensure equitable social dispensation. In other words, developing 
economies tend to be, in the given situation, the victims of 
tyranny of taxation and their middle class subjected to rigours 
of mopping up more and more by tax revenues and 
administrative price structure of utility services being pushed 
pers ste ently upward. The government evolve new levies and 
taxes and increase in scales of surcharges and existing tax 
This leads to increase in cost of production and push upward in 


price line. 


In Pakistan, there were only about 1.50 million persons 
enlisted during 2000-01 paying direct taxes. Of these, the actual 
tax payers were about 1.10 million, while others were merely 
registered entities. They constituted fractionally above one 

ercent of the population at 140 million. The direct tax paid by 
them of Rs. 137 billion in 2000-01, worked out at 29 percent of 
the total tax revenues at Rs. 472 billion and 24 percent of the 
total revenues at Rs. 570.600 billion. Those paying direct taxes 
were subject to indirect taxation and invisible taxation in 
| yroportion to their consumption of goods and utilising services. 


They were thus paying multiple taxes in effect. 


Besides heavy tax burden on small actual number of direct 
tax payers, burden of indirect tax is being borne by them 
proportionately, same as others not subject to direct taxation. 
Brunt of indirect taxes tends to be common to all the people in 
proportion to their respective consumption of goods and 
acquiring services. Thus those paying direct taxes suffer 


excessive brunt of taxation. 


Yet another form of taxation, besides direct and indirect 


taxation, known as invisible tax, is being borne by the entire 
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public. Inflation has been an invisible tax. It is to be borne by 
all and sundry, without any exception or exemption. The fall in 
purchasing power of money, either by the growth rate of 
monetary assets being higher than the growth rate of gross 
national product, or by means of production cost push taking 
place for any reason, is known as inflation, which is a 
destructive form of invisible taxation. Burden of such taxation 
has been on a rising scale in develo oping countries, like Pakistan. 
Two major factors that create critical conditions of invisible ta; 
Strains have been (a) persistent budgetary deficit and (b) 
concurrent external trade and balance of payments deficits. In 
order to overcome the said deficits, cascading of currency value 
is admini stered as a remedy. In meeting the budgetary deficit, 
more than justifiable currency injection is resorted to, which 
renders more money chasing lower goods, eroding purchasing 
_ power of such currency and creating inflation in consequence. It 


s also done by resorting to excessive borrowings by the 


jat 


government, driving funds away from productive channels to 
meet tne current or unproductive pursuits to meet the current or 
unproductive government spendings. This brings expansionary 
effect on monetary assets but squeezes supply of goods and 


services. The result is inflation, fall in purchasing power of a 


currency. 


How the persisting budgetary deficit brings expansion in 
monetary assets and becomes inflamer of in 

gauged from the data furnished in the table on the next page. 
Budgetary deficit is bound to adversely affect the external trade 
trends as well, as the former weakens the value of 


currency. Preventing external trade gap makes it imperative to 


avoid budgetary deficit and makes it a priority prescription. 


í 
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Year GDP at Tax Budgetary Monetary 
constant revenue % deficit % assets 
f factor of GDP of GDP growth % 
1960s 6.8 2.1 16.3 
1970s 4.8 5.3 21.0 
1980s 6.5 13 Ji 3.4 
1990s 4.6 13.4 6.9 EA 
1984-85 8.8 11.9 7.8 12.6 
1985-86 6.4 12.3 8.1 14.8 
1986-87 5.8 14.5 8.2 13.7 
1987-88 6.4 13.8 8.5 1233 
1988-89 4.8 14.3 7.4 7.8 
1989-90 4.6 14.0 6.5 17.5 
1990-91 5.6 12.7 8.8 17.4 
1991-92 iat ey, 7.5 26.2 
1992-93 2.3 13.4 8.1 17.8 
1993-94 4.5 13.4 5.9 18.1 
1994-95 Td 1.328 5.6 | 722 
1995-96 6.8 14.4 6.5 13.8 
1996-97 1.9 13.4 6.4 1222 
1997-98 4.3 13.2 Teck 14.5 
1998-99 A 13.3 6.1 6.2 
1999-00 3.9 12.8 6.5 9.4 
2000-01 2.6 13.6 3. 4.9 
Growth: | 
Aggregate 85.6 228.5 120.9 236.4 
Average 5.0 13.4 Tad 13.9 


Source: Economic Survey 2000-2001 
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The gross domestic product for the past 17 years, 1984-85 to 
2000-01 on an average, registered growth of 5.04 percent. In 
contrast the rate of monetary assets growth was 13.90 percent, 
increase being 176 percent or 1.76 times of the average growth 
rate of GDP. This phenomenal increase was administered despite 
noticeable 13.36 percent average increase in collection of tax 
revenues. Tax revenues and their predominantly unproductive 
spending and similar expansion of the monetary assets remain 
clear propellers of galloping inflation, arising precisely due to 


lack of government control on its spending. 


How damaging such a spending spree was can be gauged 
rom the ratio of budgetary deficit to GDP. An economy, with an 
average 5.04 percent growth rate of GDP at constant factor cost 
and indulging in about three percent, conservatively estimated 
population growth rate, cannot resort to expansion.in monetary 
assets, on average, by more than two percent. At the most, if a 
government is placed, by other than war ravage compulsion, in a 
dire state of need for more finances and that too for a short 
term, of about a year, it may attempt liberty to discount its next 
year’s net GNP growth rate and such liberalism would still draw 
a limit of monetary assets growth by five percent for a year or 
two and no more besides, subject to its follow up adjustment at 

ck his test, the Government of Pakista 
will be seen as having bypassed legitimate limits and threw 


norms to the winds, with its average monetary assets growth of 


taxation, contrasted by lower growth rate of GDP, got fully 
reflected in the rate of budgetary deficit to G 


£ 


of 7.11 percent per year, it markedly exceede 
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rate. The cumulative effect of all this had been the fast rising 
deprivation of common man and a rapidly thriving of the vested 


interests, mainly the financial sector of the economy, the 


business, the bureaucracy and the ardent speculative forces. 


A further in-depth look at the key financial dat 
the past decade’s time series furnished on the next page 
provides still more material in proving the point that mere 
dumping of more money by any means or mechanism and 
collecting higher tax revenues than is reasonably in line with 
the additional resource generation, in the form of growth in 
gross domestic product, more particularly in terms of growth it 
gross national product, would trigger a devastating phenomenon. 
The developing countries imbeded in mire of such situation 
have, as a consequence, been stucked up in this distress. These 
economies cannot get out of rut unless monetary and financial 
disciplines are combined and properly pursued. Any relax at any 
point in time will do no good but drive to further distress. The 
remedy thus being applied turns out to be a malady. This 
conclusion is derived by the picture emerging from data given 
on the next page. 

Remedy must ensure cure to the sickness identified and if it 
compounds illness, the fair finding would be that either the 
prescription was rather not proper and adequate or it was not 
administered with due and timely care. Proper diagnosis is 
known that deficit in budget and external trade be avoided and 
intrinsic value of the currency must be kept intact, be precisely 


preserved. 
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The average growth rates of GDP and GNP, over the given 
lime series, were just 4.45 percent and 3.95 percent 
respectively. In contrast, tax revenue collection went up by 
13.72 percent on average per annum. This distinctly 
demonstrates mop up by the government of revenues more than 
generated for the people pay taxes. This tendency makes 


o pay significantly more 


wish 


ng 
taxpayers averse as they are compelled 


than they would earn. It inspires for tax evasion and tempts tax 


The emphasis was precisely on collection of more and more 
revenues from direct taxation, as is seen from its growth rate 
per annum on an average, which reached to an average of 22.29 
percent, while indirect taxation registered an average increase 
of 11.81 percent on average per annum. This means that the 
strategy adopted was to increase the incidence of direct taxation 


and also simultaneously to raise indirect taxation. Thus, on both 


et 


ends, the tax asseses were beaten bitterly. The trend of direc 
taxation growth belies the general impression of its trailing 


behind in contribution and the reliance of the government being 


much on indirect and indiscreet form of indirect taxation in 
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In an economy like that of Pakistan, which is almost 
identical with the conditions of other developing economies, in 
which share and stakes of informal economy would be on the 
upbeat, the given strategy would tend to further scale down the 
scope of conversion to documentation, i.e. formalization of the 


economic structure. 


The number of tax asseses being low, though not limited in 


scope for its expansion, increase in direct tax magnitude, as 
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seen in the given table, further evidences the growing strain, 


creating effects of the proverbial last straw. 


Direct tax in effect, at the most, so as to mop up the extra 
could be equal to growth rate of GNP as it is the primary source 
of the extra resources to be available in the economy. This 
surplus may be open, in principle, to priority sharing by the 


1 


state. Actual capital created by sacrifices of the current wants, 


a 


which refers to the household savings, generated mostly by the 


individuals, serves as the main source of resources availability 


and there should be easy access for its being channelising into 


productive investments. 


Inflationary effect heating the national economy of Pakistan 
unduly up over the past eight years can be measured well by 
comparing the growth rates of the GDP and GNP at the constant 
factor cost, appearing in the preceding table and of their 
respective growth rates at current factor cost and market prices, 
the data given in the table on next page. The difference reflects 
the actual rate of inflation, arising from injecting of currency 
and other related measures, being both the cause and the effect 


in expansion of the monetary assets in aggregate. 


Expansionary monetary assets trend, contrasted by not fully 
supportive to economic growth, will not salvage an economy 
from its myriad problems. Proper prescription to apply is 
striking fine balance between growth rates of GNP and monetary 
assets. Imbalance is bound to complicate the problems, twist 


realism and create adverse stance. 
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GDP, GNP AT CURRENT FACTOR COST AND AT MARKET PRICES, 
PER CAPITA INCOME AND THEIR GROWTH RATES 


(Rs in million) 


Year GDP Growth GDP Growth GNP Growth GNP Growth Per Growth Per Growth GDP. 
% Fo % % Capita % Capita Fo Deflator 
‘Income ‘Income % 
(fc-Rs) (mp-Rs) (fe-Rs) (mp-Rs) (mp-Rs) (mp- 

1990-9] 908,374 19.55 1,020,600 19.24 932,282 17.01 1,044,508 16.99 0546 17.99 426 12.99 13.98 
1991-92 1,077,943 18.67 1,211,385 18.69 1,090,480 16.97 1,223,922 17.18 10,908 14.26 439 3.05 10.96 
1992.93 1,200,129 114.34 1,341,629 10.75 - 1,210,089 10.97 1,351,589 10.43 14,749 7.10 453 3.18. 9 07 
1993-94 1,412,858 17.73 1,573,097 17.25 1416846 17.09 1,577,085 16.68 13,373 13.82 443 (2.21) 13.91 
1994-95 1,688,126 19.48 1,882,071 19.94 1,702,169 20.14 1,896,114 20.23 15,686 17.29 508 14.67 14.22 
1995-96 1,951,560 15.60 2,141,842 13.80 1,944,424 14.2 2,134,706 12.58 17,233 9.86 513 1.77 8.84 
1996-97 2,255,649 15.58 2,457,381 14.73 2,236,299 15.01 2,438,031 14.26 19,212 14.48 493 (3.90) 13 65 
1997-98 2,480,884 9.98 2,677,656 8.96 2,456,520 9.84 2,653.292 8.82 20,415 6.26 473 (4.06) 5 68 
1998-99 2,735,943 10.28 2,938,379 973 2,710,396 10.33 2,912,832 9.78 21,899 7.26 438 (7.40) 6.10 
1999-00 2,951,680 7.88 3,182,822 8.31 2,906.981 7.25 3,138,123 7.73 23.073 4.36 446 1.82 311 

O 2000-01 3,191,813 8.13 3,472,149 9 09 3,130,997 7.82 3,411,333 8.70 24,528 6.30 429 3 g: 5.58 

Ka] (3 .82) 

3 

> Increase: 

= Aggregate 21,854,959 154.2 23,899,011 150.19 21,737,483 146.66 23,781,535 143.32 187,622 117.58 5,061 16.00 105.10 

O Ë 

= Average 1,986,814 14.02 2,172,637 13.65 1.976.135 13,33 3,161,958 13.03 17,057 10.69 460 1.45 9.55 

Q 

‘i 


fe = factor cost 


mp = market price 


Source: Economic Survey 2000-2001 
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The average growth rate of GDP at constant factor cost had 
been 4.45 percent per annum. At current factor cost, it was on 
average 14.02 percent. This means that an effective average rate 
of inflation in this period ruled at 9.57 percent. At the market 
price effect, average growth rate of GDP was 13.65 percent 


which rendered the average inflation rate 9.20 percent. 


The average growth rate of GNP at cons ant factor cost was 
3.95 percent per annum. Its average growth rate by current 
factor cost was 13.33 percent and by market price yardstick 


13.03 percent. This represented the average effective inflation 
n p 


ercent respectively. Invariably 


`< 


ne effective inflation rates, by the given scales, were 
perceptibly more than what was given out by the government as 


being the GDP deflator growth. 


The deficit financing of budget has its direct and dire 


influence on the parity value of the currency, being the rupee in 
the case of Pakistan. In rupee measure, as evident in the 


foregoing table, the average per capita income growth rate was 
impressive at 10.69 percent. But in terms of US$ denominator, 
per capita income growth rate got squeezed to an insignificant 
1.45 percent. This expresses the magnitude of the torment that 
the common man suffered from the consequences, ultimately 
leading to imminent collapse of socio-economic. structure 
instead of its consolidation and growth with the passage of time. 

In a bid to meet foreign trade deficit, efforts tend to be 
directed towards increase in exports and decrease in imports 


from a given level. For this purpose, besides readjustment of 
pury 


custom tariffs as applicable to 
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major devaluation or by steady periodical reduction in dozes or 
phases, by the ‘floating’ value system. This prescription is 


applied to give a shot in arm of exports and contain the pace of 


O 


flow of imports. One thing that clearly emerges from this is 


£ ha 


reduction in real growth and income of the population, as gains 
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Due to inflation, the price line of all the goods and services 
Ë 
heats up. Its another dimension refers to reduction in purchasing 
I 


power of currency. It affects everyone, leaves no exception 


`° 


z 


makes no exemption. It benefits government the most, by 
creating additional revenues in tax receipis. As such, it is 
rightly and precisely known as invisible taxation. It is as good 


or as bad as direct and indirect forms of taxation. = 


Contr avenin ng Canons of Taxation 

The alarming oddities of inflation or invisible taxation are 
its wider applicability and vicious effect on the lower strata of 
society, inflicting them with greater deprivations. Inflation 
makes direct conflict and clash with the canon of taxation. 
Principles of taxation have set a discipline to follow for the 
greater good of the people at large and make conscious efforts 
to eradicate socio-economic distortions in a country. Inflation, 
an invisible form of taxation, being more assertive than visible 
taxation, holds no ground for its survival. Its existence is bound 
to create turmoil and destabilize socio-econo-political set up. 


Inflation reduces importance of the canons of taxation to rude 


insignificance and trivial. 


Inflation notoriously negates democratic dispensation. It 


implies political tyranny of the worst form, design and 


258 Equitable Monetary System and Structure 


substance. It ranks against all norms and nuances of economics, 
of a social order and of any political system. It can find favour 
with no system and cannot fit in any order. But it has existed 
even in developed countries, while prevailing arbitrarily with 


pre-dominance in developing economies. 


Canons of Taxation 

Taxation has usually been accepted as rable, due to its 
capacity to generate resources for the state, the resources to be 
incurred in providing the public with a number of services, 


luding security of self, economic pursuits and wellbeing. 


Principles of taxation have been stretched even to strike a better 


a) 


(A 


economic equilibrium to promote social binding and to prevent 
strife of sort. In serving good objectives of the state, as 
obligation to the people, economists over the years evolved 
certain principles of taxation, to be fair and equitable. Essential 
elements of it and validity of each-is being briefly described 


here. 


Two basic principles governing taxation and justifying its 
levy relate to (a) deriving of benefit and (b) forbearance of 
sacrifice and need for distribution. A number of elements 


structured in its administration revolve round the said two 


For a clear comprehension of the application of the 


Fad 


principles of taxation, two forms of taxation have been 
designed. These are (a) the direct taxation and (b) the indirect 
taxation. Both these are visible and distinct. A third form, 
which in fact is invisible taxation is inflation. But it would 
never pass the litmus test of the canons of taxation, because it 


does not conform to the basic principles, viz (a) derivation of 


benefit and (b) forbearance of sacrifice and need for distribution 
f 


of resource. It besmirches the classification of judicious 
taxation and becomes a tyranny of taxation. It is applied on 
those who are normally exempt and not capable to bear its burnt 


and sya ia a. T : ene 
and burden. In the proc 


A broad description of the 


which the taxation syste 


following: 


1. Equity: 


2. Ability: 


4. Redistribution: 


5. Anti-inflationary: 


The application of tax should be equal to 
all concerned and the law governing it 
should be fair and clear, leaving no room 
for partiality which would distort its 


judicious application. 


Harshness and unacceptability shouid be 
h 


(q 


avoided. The tax burden should b 


bearable to the financial capacity of the 


The gr eater the benefit, the higher be the 


gr 


tax. 


Shifting incomes from high to low levels, 


so s to reduce extreme economic 


Ë 


disparities and their harmful social 


influence. 


Inflation is the most vicious factor of 


socio-economic disequilibrium and 
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disruption which needs to be “doctored” 
by proper taxation which would curb 


inflation and invigorate investments. 


6. Laden with 
incentive: Taxation should promote incentive for 


conomic activities rather than subdue or 


wma] 


. Reasonableness: Leaving decision for investments based on 
sound national objectives rather than by. 


motive of saving of taxes. 


wth orientation: 
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Taxation ought to leave enough surplus for 
businesses and with individuals to be 
reinvented, so that it would keep up and 


increase the worth of capital assets. 


9. Avoiding budgetary 
deficits: Taxation should enable the government to 


obtain adequate revenues to check and 


10. Regulatory: Taxation should, in a limited way, be 


d 
regulatory as well as an instrument of 
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it would accelerate economic ac 


Had care been taken to collect taxes on the given guiding 


o 


principles of taxation, the persistent distortion that emerged and 
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continue to emerge in the monetary system would not have taken 

place, nor gathered pace. Similarly, consistently growing 

economic disequilibrium that has been creating complicated 
a 


problems would not have been in evid 


lenoring the utility and efficacy of principles evolved for 
5 P Ë 

taxation, has been at the root of monetary upheavals and 
consequent economic crisis, compounding deprivations In the 
society. Inflation is mostly generated from unu usual expansion of 
monetary assets and it cannot be accepted as a judicious 
taxation. It is a clear contravention of the principles of taxation. 
x wee a ` š i oe ; RF 
Inflation has engineered contradictions in the economic systems 
and has been instrumental in increasing income inequalities. 
Hence, it is at the root of socio-economic strife and 

evil effects. Inflation has defeated the 


canons of taxation evolved by galaxy of economic experts after 


In developing economies, due regard is not paid to the two 
basic forms of taxation; i.e. direct and indirect taxation. 
Practically, emphasis is placed on indirect taxation, due to 
convenience in its resort and also because of its generating more 
evenues by relatively lower efforts. Obviously, strains and 
stresses of indirect taxation become unbearable. It leads to 


escalation in cost of production and consequent price spirai all 


Like the severe strains of indirect taxation, direct taxation 
also creates excessive and additional brunt. It is due to short 
circuit of direct tax payers, who have to bear its brunt more 


intensely and also have to foot the indirect taxation bill same as 
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others not subject to direct taxation. It hardly needs to be added 
that there is yet another layer to the two existing tiers of 
taxation which administers the most vicious taxation, that is 
inflation, the invisible yet more injurious tax, sweeping its 


shattering effect over the entire social structure. 


Those who are exempt from taxation due to well-defined 
principles are affected heavily by. the invisible taxation i.e. 


inflation. It defeats the avowed objectives of a welfare state. 


economic pursuit. It leads then to speculative tendencies to 
grow and flourish stubbornly. Speculation diverts resources 
from productive areas to unproductive spheres, under speli of 
making the most with efforts being the least. Once this trend 
iourishes, it would leave the productive pursuits. on a 
backburner and bring to the fore the speculative urges and 
upsurges. It adds to transfer of resources from masses to the 


the speculators. 
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Inflation, an additional taxation, although invisible in 
application, carries a multiplier effect of taxation by addition to 
costs and prices. Being in addition to direct and indirect taxes, 
and sparing none, not even those exempted from direct taxation, 
it emerges as a massive taxation on the masses. It fans and 
fiourishes speculation which adds to the costs and prices and so 


directly in indirect taxes and indirectly in direct taxes. 
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Chapter 17 


MANPOWER vs MONEY 
POWER 


IN rigid economic theory, two primary 
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are. (i) land and (ii) labour. Land is termed as a passive force 
and labour is recognised as an active agent, a catalyst of 
economic activity. 

Land in its broad spectrum covers: (a) climate, (b) surface, 
(c) subsurface and (d) water. Their further description would 


f ; : ° š oe 


er to: (i) farmlands, (ii) top soils, (iii) forests, etc., in the 


scope of surface. Subsurface would cover (i) minerals, (i1) 


metals, (iii) petroleum, (iv) gases, etc. The water resource refers 
to (i) irrigation (ii) hydel power, (iii) navigation, (iv) harbor 
facilities, etc. Of course, land “in its substantive complex 
includes treasures of productive means provided by the nature in 


relevant origins, at times expressed in crude forms. 


The transformation of natural resources into directly 
consumable goods and useful durable products takes place by 


labour,that is manpower putting its energies at work with 
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imagination and innovation. This reflects the capabilities 
possessed by manpower as productive force. Utility of human 
energy is subservient to the availability of natural resources in 
several forms, some of them as briefly mentioned. Natural 
resources can be stored over a time, as most of them happen to 
be non-perishable. Effectiveness or efficiency level of such 
resources would vary with time scale. Erosion in intrinsic 
composition and decay in efficiency factor are inherent 
phenomenon governing natural resources. Most of the natural 
resources have renewable tendency, providing a flourishing 


future to manpower. 


In contrast, human labour has been identi 
factor, as its energy cannot be stored. If wo 
a day, the next day’s output would not be renderable nor mally 


“double. A day’s rest or change, over a period of one week c 
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could improve the energy and efficiency factor but not to the 
extent of compensating for day’s labour lost by sitting idle. In 


this evident backdrop, manpower needs to be a more disciplined 


factor of production, by harnessing the energy and refining the 
capabilities. 

Imaginative application of manpower produces goods of 
various categories. Two major categories are explained as (a) 


consumer goods and (b) capital goods. Consumer goods. in their 
own domain vary into (i) directly consumed and (i11) consumer 
durables. The former category would cover eatables, drinks, 
medicines, fuel and power, gases, petroleum, etc. The consumer 


durables refers to air conditioners, refrigerators, furniture and 
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services. This means buildings, machinery and equipment. The 
capital goods are produced by manpower on moulding or 
converting some available natural resources, such as metals into 
machines which would produce other two types of consumer 
goods and services. 

Applying the human skills on natural resources would 
human wants. The end result of classic productive process 
proves that in economic parlance land and labour are the basic 
productive factors. At the same time, they do consume some 
portion of the available resources in exploring more resources 


£ 


and/or in renewability of the available resources of land and 
energies of manpower. The difference between such production 
and consumption provides surplus resources. Its retention and 
transfer to those who need them has brought capital into 
be mobile and useful at times and 

; ! 


had to assume the liquidity form. In order to 


Infuse such characteristics 
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got moulded over a time through experiences in form of 


Currency so as to perform the envisaged role of 2 


w 
€ 
g 
a 
IO 

< 
ca 
£ 
pore 
cy. 
om 
cD 


vitally useful 


Capital combined in itself the e ena virtues of land and 
labour and it helped to hold ‘value’ in store otherwise erodable 
elements of land and perishable labour! Additional Capital 

merged by transformation of erodable productive resources on 
use in proper time and place. Basically it came into being to 
prevent perishable portion of labour and erodable element of 


natural resources. 
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Dynamics of capital contained limits. Money created 
primarily to serve the mankind candidly, became by its vigour, 
vitality and force, an apparatus of crude exploitation of the 
manpower itself. Money created to serve the mankind sincerely 
turned notorious in undermining human being and its value 
element, known as humanity and humility. How the human being 
had reached this ugly end is explained at length in terms of the 
result of cascading to sharp erosion in value of currencies and 
in the aftermath derailing the moral upright tedness, besides 
decaying material welfare of a great majority o of mankind. The 
roles and resuits of manpower versus money power give more 


material information on this count. 


MANPOWER 

In the initial phase of economic thrust towards development 
and growth, an active role was played by manpower. It will 
continue to remain a similarly effective and active force to 
reckon with and for all times to come. Importance of manpower 
as the sole active factor of es has been undermined 
after overcoming the evolutionary process, termed as the 
formative phase. With invention of ‘wheel’, the mobility facto: 
became multifaceted. Machinery became the logical outcome of 


the moving wheels. Machine thus replaced manpower, more so 


= 


as machine is not subject to tiredness, exposed to monotony, 
feeling fatigue and suffering loss in levels of efficiency, as 
manpower is thoroughly exposed to such tendencies. The cost of 
manpower in form of wages tends to be rising each year on 
succession by regular increments to be administered, fringe 
benefits and collective bargaining pursuits, escalator provisions, 
etc. Conversely, the cost of machinery retains declining trend by 


passage of time, through the process of depreciation, 


attributable to wear and tear on use or sheer rusting. This has 
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been a stark economic reality. Compulsion about cutting the 
cost of production in order to stay in competitive combat by 
business and industry, it has been instrumental in replacing man 
by machines. Manpower has been and will continue to be 
replaced by machine power. Introduction of robots in industrial 


production and services evidences the menacing pace of 


Industrialised countries are now formally recognised as 
developed economies and rightly so. Structures and status of 
industrial sector are assessable by contribution of the 
manufacturing sector to the gross domestic product and it 
depends upon the level of use of machines, technological know- 
how and its application level. Mass scale production capabilities 
created by ‘the monsters’ working untiringly, the resultant 
economies in cost of production have fortified the industrial 
structures further in developed countries. The industrial giants 
with machine power have in the process eroded value of 


manpower, the real most active force of production. 


The mass scale of production rollout and fetching cost 
economies constitute inevitable. outcome of the industrialised — 
countries and they have discounted the utility and importance of 
manpower as an unavoidable factor of production. In order to 
avert a crisis emerging out of it, advanced economy countries 
pursued the policy of control on population growth. On the one 
hand mass scale production of goods and services got 
accelerated, on the other hand population growth was checked 
and reduced to avoid unemployment menace, a known element of 
human miseries accentuating into social strife and subsequently 


culminating into disaster, a product of deprivation syndrome. 
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The growing industrial structure created the demand for 
highly skilled and technologically sound yet small outfit of 
manpower to manage it well. Thus horizons of technical know- 
how continued to expand and extend. Supportive network was 
thus created. Surplus resources at the same time generated 
relaxed feelings and a section of population preferred living on 
security set up, which degenerated into unethical pursuits. The 
industrial advancement associated with high style and standard 
of living attracted hard working, highly educated and talented 
migrating manpower from developing nations to fill in the 
openings, not being occupied by the locals. Highly educated 
persons were thus found moving from developing to developed 
countries. This created a wave of brain drain in developing 
countries for the time being. Due to high population growth and 
explosion of communication network, reducing the globe into a 
village unit, the brain drain phenomenon did not turn into. 
torment of threat to a ae survival. Manpower, known as 


active factor, remained in its assertive form. 


The migrated population, earning better wages in developed 
countries, repatriated part of their earnings to their native lands. 
The manpower migration steadily transformed into a valuable 
rning source for their native developing 
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resource was not to be acceptable and 
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to be conceded by developed countries. Being in a stra 

dictate their terms, developed economies, 
generally known as G-7 (group or gang of seven) evolved, as 
usual, a new, more powerful yet invisible means to overcome 
resource flow through expatriate manpower employment. The 
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package even contained offer of citizenship with family 


prevent the growing outflow of resources in form of funds. It 


safeguard and was often seen as in 
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conflict with the own population factor and the country’s 


economic policy pursuits, by exercising assertive control 


o 
population growth. The foreign nationals number had then to be 


culture and economic status. 


Economic invasion schemes, to destruct and all the more 


% 


uproot growing but fragile economies of developing economies, 


have been evolved and administered in implicit means or 
deceitful forms. The first weapon in their armoury was aid that 
is economic assistance as the first step. Crumbs in foreign 
exchange were being restrictively channelised, carrying on the 
face- of it lower rate of interest but highly exploitative by 
several severe conditionalities attached to it, predominant being 
the purchases tied with specified sources carrying substantially 
igh cost of goods and service charges plus other fat payout 


h 
package, etc. 


This mechanism could not, however, continue to remain 
equally effective and efficient in serving the precise objectives. 
li was supplemented by an improved version, raising yet another 
Syndrome. Aid addiction was changed into trade. By instrument 
of aid, a limited resource flow took place. It was, besides a slow 
pace, subject to first providing for rich tranche of resources. 
Other developing countries in competitive thrust could not make 
the aid mechanism work absolute wonders, all tilting thoroughly 
in favour of the donors. Moreover, the said system helped in 
creating certain structures which were found helpful as in giving 


certain economic advancement to the recipients. 
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Trade was subsequently conceived by developed countries as 
a more vigorous form of exploitation, more by the support 
flowing from the strategically laid down network of the 
multinational corporations. Trade was felt a force compelling 
developing economies to buy more goods and services at 
competitive price factor from the industrialised economies 
having shaped structure of lower costs. Free trade mechanism 
was bound to give a free hand to the economies seized with 
mass scale of production, bearing lower cost and thus to 
browbeat the domestic small scale industrial base contaminated 
by relatively higher cost constraints. Nonetheless the law of 
comparative advantage did ~— even in this mechanism to a 
great extent. Trade, with essential safeguards to protect national 
interests, provided a reasonable scope to create industrial 
structure aaa, in the sphere of import substitution. This 


trend continued to flourish under the forced liberal trade regime 
evolved by industrialised economies. Utility of the free trade, 
with built-in inevitable safeguards, too came under stress as 
developing countries could engage for themselves in creating 
industrial base geared to import substitution. This paved the 
way fora diversion, transforming steadily into diversification in 
other industrial spheres. The trade was accordingly identified by 
developed economies not performing as an effective instrument 
of or a sound ploy to designed economic exploitation and 
absolute subjugation of developing countries in the global 


circuit. 


Aid and trade tools could not block steady emergence of 
developing countries into varied industrial fields as the priority 
process of import substitution, knowing no bar to new horizons 
unfolding as a regular feature, became an engine of economic. 


growth of deve shah countries with surplus manpower getting 
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phere to developed 
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economies. Consequently search for still new means for critical 
perpetual economic exploitation of developing nations by 
industrialised economies continued and it was given impetus. 
This brought forth the instruments of investments and equity 
participation in industrial, services and infrastructural projects 
of developing countries by developed countries. This gave 
complete access to the cost structures of developing economies 


and introducing arbitrary mechanism, which would trig 
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Increased wages, benefits and alike were introduced and 


& 


prices of end-products were increased which adversely hit the 


propensity to save in developing economies. In the initial stage, 


investments on government-to-government basis and 


owed 


ë 
through official institutional set-up. Such investments, expose 
to public criticism, had to be a bit lib 

impression that, prima facie, they were meant for providing 
impetus to developing economies by promoting production of 
goods and services at a reasonable economic cost factor. This 
system needed a sort of camouflage otherwise it would not hold 
strong with good influence. Having a liberal touch, it could not 
Id strong in pursuit of the prime objective, i.e. achieving 

o 


ld on economic exploitation. 


The loaded public sector and the institutional investment 
Structure were, as such, converted into ‘direct foreign 
investment’ strategy. Thus emphasis changed from the public 
and institutional to private investment, which could be extra 


exploitative in effect, without any second thought or room to 
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backtrack. For such investments to flow, areas of consumer 
products were preferred so as to mint more bucks in quick fix. 
Developing economies were forced to open up for the 
multinationals entering these potent spheres with a big bang. 
Aerated and mineral waters, various foods, clothing, shelter 
(house building), pharmaceuticals, chemicals, health, insurance, 
tourism, were to be kept wide open for the multinationals to 
function freely. So was the case with services sector such as 
chains of hotels and motels, fast food chains, building of roads 
and houses, plying of vehicles , city bus and cab services, anc 
for that matter name anything! In all these spheres, 


multinationals entered, rather enjoyed a walk-in with grand 
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~- Despite strategically spread out ferocious network in taming 
own developing economies, through systematic siphoni ng of 
their resources to the extent of denuding them, was being 
carried under the guise of providing them economic resources, 
hese means were found short of 
achieving the ultimate end, that is, to establish an overwhelming 
and overpowering economic imperialism. In serving this 
ultimate objective the ploys applied have been aid, trade and 


investment. The prime pursuit of developed countries has been 


a. 
protection of their own economic powerhouse by reducing the 
people living in developing countries to the level of their serfs. 
The th dimensional design, as described, was not found 


nough to wholly subordinate developing countries. As such, 
these countries were asked, in bargain of economic assistance, 
to give up their nationa 
administration to foreign ‘strategic’ equity interests. To justify 


this, a plea had to be found. It was utilisation of such scarce 
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resources efficiently, avoiding their wastages and pilferages. 


Another plea propagated 


a 


oudly was the need to reduce ‘surging’ 


foreign aid account and consequently debts in developing 
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reated a new wave of ‘privatisation’ of 
vital economic interests. The stress logically got switched to 
sale of valuable strategic assets to foreign equity funds and 
fetch forex by this new measure to pay off debts piled up. It was 
maneovered to simuitaneously extend and open up the 
sector of developing economies to foreign forces. Overloaded by 
external and internal debts, developing economies had just to 
surrender hesitantly, yet unconditionally. Unrestricted spread 
out by foreign forces in all facets and forms of banking, leasing 
business, general insurance, life assurance, credit institutions, 
consultancy, financial services, etc. virtually gave them full 
access to the scarce capital resources. The foreign banks, having 
easy access to low interest based loan finances from origins and 


connections abroad, fully exploited the situation of high interest 


iad fat windfall profits. 


b 
These institutions managed advance forex against hedge of 


export of key cash crops, etc. This led to their virtual control 
over the macro economy scale through micro economy levels, in 
developing countries. As a result, budgetary and foreign trade 


a 


deficits and, with them, a growing adverse balance of payments 
position persisted and enlarged. This trend compelled reduction 
in the parity value of currencies of developing countries. This 
prescription was never found to be a remedy in salvaging an 
economy or an instrument of expansion in exports, reduction in 
imports, acceleration in growth of gross domestic product and 
improving the balance of payments position. Once the parity 


value of a currency is eroded, it gets on accelerating and 


accentuating, as has been explained before. No country with 
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higher cost of imports and lower receipts of exports can 
eradicate foreign trade deficit by erosion in the value of its 
currency and strike a favourable balance of payments position. 
On the contrary, it would be instrumental in increasing deficit 


and would pose more complications. 


As if all these bitter means were not enough to achieve a 
total surrender, an additional ploy of ‘free trade and free 
economy’, knowing no national borders in trade and commerce, 
is being created under the aegis of the World Trade 
Organization (WTO). A strange phenomenon of the WTO has. 
been to bring eventually a common or uniform tariffs, 
particularly those to be strictly administered on developing 
economies, which are  recurringly running unfavourable 
payments poet On the contrary, developed economies, 
holding ‘unprecede snted money power, would brazenly resort to 
all odd means against highly preached free trade. Quota 
restrictions, quality certifications, rugmarks, etc. are the means 
created to restrict imports from developing countries. Trade 
barriers would thus exist against developing nations, which are 
already starved of forex funds. Persisting foreign trade deficit is 
bound to keep developing countries tightly chained to increasing 
debts and their servicing. As a result, these countries are 
compelled to continue eroding the value of their currencies 
without restraint and in the process making their goods cheaper 
This accelerates real resources transfer from developing to 
developed economies. Erosion in the currency value would never 
be instrumental in liberating and making the economies of 


developing countries vibrant. 


Aid, trade, investments, control over consumer goods 
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industries forming major part of external trade, availability of 
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has been the greatest injustice in economics. It has been th 
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basic raw materials globally and the capture of financial and 


money power. It is money power that has been instrumental in 


holding developing economies hostage and making their people 


subordinate to the dictates and the whims of developed 
economies. Money power has badly browbeaten the otherwise 
strong manpower possessed by developing countries! This has 
been achieved ultimately through the galloping erosion in the ` 
value factor of currencies of developing countries. The erosion 
in the value of money in developing economies has thus become 


the basic evil inflicting and perpetuating their poverty and 


go 


fortifying the resourcefulness of the minori ity. 


. The worst element of the erosion of value of a currency has 
been sharp reduction in savings, which is usually contributed by 
the household of middie class sub-sector in developing 


y value erosion, the savings built in 
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erest form of invisible taxation: It has yielded large benefit 


to the ‘masters’, in real sense monsters, of money resources 


Through wielding strong control over strategic economic 
resources of developing countries, these have been chained to 
persistently increasing indebtedness and consequently 
underscoring their economic slavery. Money power has 
galvanized developed economies into economic imperialists. 
How profit participation and service charges have explicitly 
been turned in favour of developed countries, besides gross 
implicit exploitation of developing economies, can be gauged 


from the outflow of profit repatriation (payments) abroad as 
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compared with remittances of expatriates flowing from 
developed countries. This can be seen in the case of Pakistan, 
which can be referred as a test case. It is to be noted that during 
the decade of 1960’s, Pakistan was once quoted as a role model 
of excellent economic growth and dynamics. This country has 
now virtually been pushed to economic spoilage and thrown 


F 


closer to economic bankruptcy stage. Over the years, the gain 
from manpower ‘export’ has been reversed in loss to money 
power employed by developed countries. This typical 


4 


anywhere in the world. 


Years Workers’ Net repatriation 
remittances of profit on Difference 
inflow investments 
1990-91 1,848 1,160 688 
1991-92 1,468 1,266 . 202 
1992-93 1,562 1,498 64 
1993-94 1,446 1,598 (152) 
1994-95 1,866 1,771 | 95 
1995-96 1,461 1,953 (492) 
1996-97 = 1,409 2,167 (758) 
1997-98 1,490 2,930 (840) 
1998-99 1,060 1,808 (748) 
1999-00 983 2,018 (1035) 
2006-01 855 1,716 (861) 
(July-March) 


Source: Economic Survey 2000-2601 


4 


Foreign exchange inflow emanating from workers 
remittances underlines fluctuating trend, for several reasons, 


main being erosion in rupee currency value. In declining trend, 
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less forex remittance would be induced, to retain presently more 
to fetch more in future in local currency. Net repatriation of 
profit on investments account has been consistently increasing 
and aimost doubled in a decade. Consequently, assertive money 
power got in full manifestation. Payout on this account in the 
latest two years exceeded the inflow in form of workers’ 
remittances. The worsening situation on this account clearly 
underscores growing strength of money power and weakening 
position of manpower. Similar will be, if not, will emerge, the 
situation in other developing economies if the present pursuits 


persist. 


It has become crystal clear that manpower, though an active 
force having its own dynamics and a powerful catalyst: of 
development and growth, has been virtually defeated by-the 
more potent money power. Money, the creation of man, has by 
its extended influence and power, undermined the authority and 
skills of its master. The master of the destiny of mankind, in the 
current global exploitative drama, ‘s money and not mankind. 

a ole of money, which is turning into economic 
slaves a majority of mankind, to the extent of about 90 percent, 
is a daunting challenge for 21°t century. The evil use of money 
power has devastated the finest structure of money meant to 
serve the cause of humanity. Money in itself may not be a cause 
of love to have it or hate it. The destabilizing factor of money 
has been its illogical change in value, with particular reference 
of erosion in value, when arising primarily by expansion in the 
monetary assets overtaking the growth rate of the gross national 


product, as measured by the constant factor cost. 


In the early stage of the evolution of money, when it was 


medium of exchange, it was convertible to some valuable item 
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mainly metals, such as gold and silver. Subsequently to prevent 
frequent changing of hands of such metals in return of currency, 
particularly prior to the second world war, the currencies of 


some imperialist powers assumed this role. After the second 


e 


world war, the United States of America emerged as super arme 
and singular economic power. Steadily, the US dollar occupied 
the center place as a. major currency acceptable in exchange 
During the 1970’s exchangeability of the dollar with gold ended 
and the ‘special’ drawing rights (SDRs) units of the 
International Monetary Fund was put in its place. But what 
economic power is held by the IMF, without backing of the 

USA? Virtually, therefore, the US dollar is playing the role of 

e key currency in place of gold and silver. How the US dollar, 
a currency of one country, can be a stable monetary unit for all 
the global countries? What is the backing for holding the 
intrinsic value of the US dollar intact, for all times, spaces and 
seasons, which have wide fluctuating features? According to an 


a 


stimate, substantial percent of the aggregate dollar currency 


e 


issued by the USA is floating in other countries and not as much 
percent remains in the USA. Dollarization of the global 
economy and holding of foreign currency accounts by the 
citizens of developing countries officially allowed, the choice 
of US dollar has become — Opening and operating 
the dollar accounts has become popular and an economic need. 
Increased demand of dollar, as such, in developing economies 
has resulted in further erosion of vaiue of other currencies. 
Keeping in view, erosion in value of local currency, hedging 
had become key pursuit by conversion of savings into dollar 
denominations. As a result, dollarised monetary assets is more 
than the real gross domestic product of the USA at constant 

a 


value factor and it is persistently increasing. Foreign trade 


deficit of the USA has been overlooked though it is worth 
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serious consideration. The scenario of the USA having 


galvanised unprecedented economic power and so also of its 
indulging in economic exploitation through its own dollar 
currency value factor has become vivid. The current situation is 


as much explosive as it is economically exploitative. This 
indeed calls for evolving an universal system of holding intact 
the intrinsic value of currencies so as to avoid a great 
catastrophe and human misery, which is bound to emerge from 


incessant erosions in intrinsic value of currencies. 


There has never been so urgent and compelling need as now, 
to line up an orderly value base for all the currencies. The 


mechanism proposed here is meant to save mankind from a 


ae 


ossible catastrophe. This fact must not be overlooked any 
ee World Bank, the International Monetary Fund, the 
European Economic Union and, similarly, the economic biocks 
forming countries have to redefine the currency value system 


under the aegis of the United Nations in order to save mankind 


from disaster and ruination. No. wonder, the Third World War 
ge 


could snark from the volatile value fluctuations of currencies, 
£ 


exposing the globe to unforeseen perils and horrors. 


The history of mankind is replete with continuing 
confrontation between manpower and money power. This battle 
will remain raging in fury and inflict recurring miseries to the 
mass of people, particularly of developing economies. The 
power base of each of the two and imparting strength to their 
structures were propounded by Adam Smith for money power 


and Karl Marx for manpower! 


Adam Smith introduced the dynamic theory of functioning of 


free (enterprise) economy during 1776, which was published 
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consequence, it was bound to dissipate sooner or later. Under 


under cover of the ‘Wealth of Nations’. It was an admirably 
creative work, carrying innovation. In his turn, Kar! Marx along 
with his friend Engles, authored the ‘Communist Manifesto’ 
during 1848. Later, in 1867, was released the first volume of his 
Das Capital which outlined a ‘developed dynamic theory of 
Scientific socialism’. The conflict of concept, originating from 
the two schools of thought, shaping into Capitalism under the 
Adam Smith theory and Communism under the Karl Marx 
theory, pertained to assigning priority and, therefore, power 
either to money or to man. Followers of the two camps created 
bi-polar power division and the globe was torn out into two 
torments of influence, namely Capitalism and Communism. 
Communism was found practically more vigorous in reducing 
humanbeing to an entity of economic animal. It put humans 
under heavy workload, without in-built incentives. As a 
Communism, represented by devastating dictatorial! character of 
one party political system and suffering from ‘single society 
syndrome’, the leader group thrived while masses had to live on 


rs 
L 


crumbs to keep body and soul together. The relatively better 


system of Capitalism, laden with incentives and reward for hard 


£ 


work, survived in the battle of superiority. Communism got 
70 years of its tumultuous existence in some 
parts of the world. Its end emerged in the native place of its 
birth which had shaped up ia the Soviet Union! Manpower has 
been virtually beaten by money nower on the global scale and 
the strong winds of free market economy have since swept the 
world ends. Money power is not original in its form and 
substance. It is produced primarily by accumulation of surplus 


from production exceeding consumption. Money power has also 
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money was merely a means to an end but under the influence of 
greed men have used it to grab power. Manpower is exercised 
conspicuously in man-to-man direct interaction. ] Money power is 


exercised by in boas modes, i.e. indirect means, averting direct 
h 


O p 
feeling of deprivation begins and gathers momentum, touching 
the limits of frustration, reaction sets in and gets expression 
with fury. Strom has begun to brew in the syndrome of unipolar 
world and single currency domination in global trade. It is 
bound to gather momentum. It has become evident just in a 
period lesser than three decades to the demise o 
the Soviet Union, where it was born, grown and buried. Similar 
fait is to follow for Capitalism and its Symptoms are emerging 


in its places of birth and growth. 


The dollarisation of -the global economy and its being 
branded as ‘free economy and free trade’ era are being pursued 
as a universal economic agenda of growth and progress. Th 
process has, however, eroded the intrinsic value of all the 
currencies, US dollar being no exception at times. This would 


x 


global economy. 


a 


become the root cause of the crisis gripping the 
Symptoms of illness have been visible and bear clear evidence 
to it. Expisitation is unethical and immoral It is being 
camouflaged by value deterioration of the currencies of 
developing countries. Even well Sustained growth led economies 
of South Asia, once acknowledged as ‘Economic Tigers’, have 
suffered sudden and sharp erosion in value of their currencies 
sheer by speculative fanfare unleashed by individuals hailing 
from the strong currencies countries. Even the economic giant 


Japan has fallen from grace of good strong currency yen so 


often and has waged struggle to survive by revival of economic 
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‘empire’ it had built. Currency factor has undermined the basic 
economic concept of values and worth. This has emerged as the 
root factor of destability by socio-economic disruptions with 


political ramifications, leading nowhere but disaster. 


In order to resolve conflict, ending uncalled for economic 


dictates. and replacing -it by coordination for growth in 


consonance with maintaining intrinsic value factor intact of 
currencies has become urgent and it can be add ssed through 


the parameters prescribed for it. The combat between manpower 
and money power has been on-going, will have head-on collision 
unless intrinsic currency value factor is realigned to the 
rationale propounded. Otherwise another war from war like 
sustained smouldering would spark up to destroy the progress o: 
mankind and push it back once again to stone age. This great but 


Set 


grave debacle needs avoiding. 


Manpower holds its immense importance being an active 


g it proper education, technical 


ao g 


know how and eschewing discipline can deliver a lot of 
o 


economic gains. Instead concentrating on it, developing 
economies suffer brain drain, by high calibre youth and men of 
merits going abroad on getting lucrative and highly 
remunerative jobs. This further drags on developing economies 
and puts their growth in quagmire conditions. Proper, timely and 


job tailored education and training mix is imperative to get the 


best out of the active factor of production and source of 


services. 


Chapter 18 


PLAGUE 
POVERTISATIC 


THE monetary system, evolved by the West and in a 


x 


has been grossly 
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calculated way inducted in the worls 
wasteful in its characteristics, modes, tactics, roles and results. 


3 


It has been instrumental in destroying morals, shredding ethics 


A. 


oding values. The exponents of the system have weaved it 
with the objective of making it a means for subjugation by a 
microscopic ieee of a mammoth, be it a society, a country, a 


continent and by it globally. 


Have a pause and assess, for what role money was 
‘invented’, what role has it played and imagine, what role it is 
poised to perform. The assessment would give you not just mild 
jitters but severe jolts. Imagination will not a little irritate you 


but deadly depress. 
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In the name of equity, how enormous inequity has been 
inflicted upon the humanity at large and for the sake of Justice, 
what a catastrophic injustice has been administered! Money was 
created, primarily and precisely, to eradicate and prevent 
poverty, to promote prosperity and through it provide peace of 
mind and soul, stretching far beyond the physical facilities 
required for a comfortable living. e. Satisfaction of the needs was 


to be served normally in the meee 


What has been the outcome? Sheer anguish, mere anxiety, 
critical clashes and shattered dreams about ideal living for all. 
It has been cast to confer gains, above the level of ideals, for a 
few and in contrast cause deep distress for a mammoth majority, 
this being above imagination 

Money had to be a means to achieve the lofty aims of 
humanity, in the shape of harmony, happiness and weaving 
strong bonds of fraternity. The ends reached have been distinct 
disruptions, dreary disturbances and entrenched hatred. Money 
has divided societies into races, ferocious factions, ethnicities, 
linguistic blocks, fierce fragmentations and what not. But what 
for? Just for more money! Money power has been on’a blind 
pursuit, knowing no norms to behaviour, drawing no limits to 
greed, showing no semblance of serenity, leaving no touch to 
humanity. Lest not then talk of morality, a ‘myth’ exploded by 


money greed! 


- How money has played hell, wrote havoc and taught tales of 


pred 


roxtuees: horrors and tyranny let loose on all fronts? Ali these 
‘have been in-built traits or mechanics of the system of ‘making 
and marking of money’, by all means! In this, the prime role has 


been played by the governments by greed, breaking fine or thin 
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boundary dividing the state and the government. Being an active 
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overning, the role of state has 
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been subordinated so much that state functionaries seem 
helpless and serve the vested powerful interests and leaders in 
government. ‘Production’? of money, a power grabbed through 
greed and under guise of ushering economic growth and social 
prosperity, instead of producin: 

on strong keel, to be a real harbir 
has emerged as an apparatus of creating great distortions, 

unning rampant. 

Money was precisely meant to be a perfect measure of value, 
so as to perform in a profound manner, as do other measures, 
such as for weight, distance, temperature, speed, water flow etc. 
None of these measures would be subject to change in their 


inherent value elements and have, therefore, Pee weil to 


p v 

singular strength of sincerity. Money has not played such a role 
and as staunchly, sincerely, strongly and with serenity. 
Conversely, the intrinsic value of money has been changing, in a 
wide range, calmly to violently. Wild fluctuation in its ‘fortune’ 
has usually been defined by one word ‘inflation’ which has 
become popular by its frequent use. It has absorbed several 
dimensions, nonetheless, the root of it ís the same old 
fashioned, that is, more injection of monėy, in the form of 
currency and credits. This has resulted in over supply of money, 


with consequent c cascading of its intrinsic value! 


qo 


No measure changes its intrinsic value strength but money 
does! As a result, it has shaped distortions, promoted injustice 
debased equity, thus rendering volátility into a creed for 


violence in societies. Unless the basic value element of money, 
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like any other measure, is well preserved, precisely protected 
and fully secured, it would lead to strifes, fanning them further, 


compounding them into crises over crisis! 


What is the way out? It is not so simple. Though difficult, 
is not impossible to find. It is inevitable to introduce the true 
spirit of it, so as to implement with integrity and impunity, 
which is essential for social security, real peace and genuine 


q 


progress, all of them to be on spiritual, mental and physical 


reg 


Erosion of currency vaiue spreads the contagious form of 
economic malaise. It has been instrumental in promoting and 
spreading speculative tendencies which lead to the evils of 
unearned income. Those with more money, termed as rich 
people, would make the most out of it, by hoarding of f goods and 
soaring their prices. Sales are made at higher prices, by creating 
artificial scarcity through hiding the goods and blocking their 
normal supplies. This trend is popularly known as ‘black 
market’. This is one aspect of creating the black money. Since 
earnings made through this are not usually entered fully in the 
books of accounts meant for presentation before the tax 
authorities, it promotes tax evasion. The practice becomes 
rampant. In the process, flourishes corruption. Erosion in value ` 
of currency prompts men of means to resort to hedging of a 
currency by exchange with the hard currencies seen as capable 


to hold their value, even fetch premium in values over time. 


over the value of a number of currencies has emerged into a 
monetary imperialism of the worst sort and exploitation of 


developing economies. 


2 
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Plague of ‘Povertisation’ 


been through stock 
ile of black money, earned through evil and corrupt practices, 
Iso by a squeeze applied on developing economies. Foreign 
trade has also been instrumental in strengthening such a trend, 
as business houses in developing countries tend to indulge in 
under-invoicing of exports, over-invoicing of imports, and other 
evil practices with an objective of keeping the leverage money 
in the banks of developed countries, enjoying currency value 
stability and appreciation. This practice has led to the 
enhancement of poverty in developing countries. 


The process dictates ‘Povertisation’ to gather momentum. As 


2 


a consequence, currencies of developing countries b 


cD 


come 
victim of plummeting value. The actual payoff takes place in the 
form of yielding of additional goods and services in trade 
exchange. This explains how ‘Povertisation’ of developing 


economies take: 
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The basic evil lies in modalities which have been evolved 
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and are accepted as a norm in t value of currency. 
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This practice is not justifiable by any logic. No other measuring 
rod, say of weight, eens speed, heat, height, flows etc. 
suffers from such a shortcoming. It retains intrinsic value intact 
in all times. No doubt, ee measuring rod of moral values 
has remained constant. Money, evolved primarily to function as 
a measure of value of other goods and services and in order to 
overcome the bitterness of barter, should also hold its intrinsic 
value intact, like any other measure or parameter. Tyranny in 
society sets in motion due to erosion in values. It has 


intensified, despite great deal of strides taken by human 
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civilization. It is significantly attributable to rampant erosion in 
value structure of currencies. 

Unless the value factor of currencies is upheld intact, 
turmoil would remain escalating and would defeat the efforts for 
a peaceful globe. It could lead to strife, war and hatred. No 
wonder, if the Third World War sparks off by currency value 
torments. In order to keep currency value factor intact, metals 
like silver and gold were used. But these failed due to change in 
value of such metals, arising from interaction of their demand 
and supply, their wear and tear eroding weight and so the value. 


When precious metals could not hold their own value nor of the 


hams, 


currencies they were in support, how could the currencies o 


some economic powers do it? No question 


The currency value factor needs strict "pusa with gross 
national product, to be weil managed by requisite adjustments to 
growth rates of population, government revenues “and 
expenditures, currency injections, credit extensions and alike 
pertinent characters. How to achieve it, formed the theme of this 
book. It eee o explain the ordeals being incessantly and 
increasingly suffered by the human race, particularly the 
residents of developing countries, due to deliberate weakening 
of the value of their currencies. It has portrayed the problems 
associated with the currencies and the methodo ogy to be 


applicable in retaining their inherent value intact. It offers a 


rote, 


solution, with a degree of lexibility in prescribed modalities, 


so as to suit the relevant situations, as obtained in an economy 
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good for developing countries which are putting at stake 
n 


Currencies have been converted into a commodity to trade in 


Organization took no time, as it got 132 members to sign the 
accord during December 1997. The pact opened up world 


markets in key financial areas of banking, insurance, assets 


€ 
agreement hammered out involved about 70 countries and 
covered more than 95 percent of the then existing global 


markets in the financial sector. It means that just 50 percent of 


Among the said active 70 economies, G-7 countries held the 
say and sway, grabbing a major slice of the finance sector cake, 
leaving crumbs for the 63 odds to live on! From within the 
of the financial market horizons, no wonder the 
main share was with the United States of America. The 
greenback (US dollar) has been the key currency acceptable in 
international business transactions, trade settlements and as unit 


of striking balance of payments. 


It has been quite a wonder, the information explosion shaped 
by transmission and dissemination through technology 


advancement. With it, the size of the financial sector has also 
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seen similar propelling. During the last decade, it had an 
enviably explosive ‘prosperity’. According to a United Nations’ 
study, an estimated 1.50 trillion dollar business was currently 
transacted each day in the foreign exchange markets. The 
aggregate of bank assets was estimated at US$ 20 trillion. The 
stock market capitalization exceeded $10 trillion. Insurance 
premiums fetched above two trillion dollars. Mind boggling 
figures! Who would make the most out of this fabulous busines 

in the financial assets? Time would tell. No wonder a country or 
countries with well-knit network of banks and financial services 


were the beneficiaries, the USA being in the lead. 


The United States of America has been the foremost p 


e 
in the financial field, with the presence of 1000 overseas banks 
O 


and investment houses and m 


3 


firms. It virtually became the nerve-center of the global 


financial market and, of course, no services, whatsoever, were 


1 


free of cost, not the financial/economic services at all. 


boration but an 


fo 


How the USA made the most needs no el 
instance quoted later should serve to assess her striking gains. 
he business of 1.50 trillion dollars in financial assets then 
taking place daily, that is, 67 percent of the estimated existing 
38 trillion financial assets market a month, was perceptibly 
administered through the USA undertakings. For example, an 
instrument of funds transfer originating from a country for 
realisation in another country would take four to eight weeks to 


be cashed with the payee/beneficiary! The instrument wiil first 


ont 


ravel to the country of destination, from there to New York 
clearing house for a clearance before the actual payment to the 
payee, after return again to the destination. In the process, 


besides the service charges, the US bank/s will hold the funds 


ar regular rollover was bound to 


The production oriented strength of the USA economy stood 


fiercely fortified by the financial services sector minting the 


access to her companies. In its aftermath, it was destined to 


relish the deal clinched at Geneva, in which it played a pivotal 
p 


a 
dominate and achieve the objective of grabbing greater gains. 
Of course, the USA carried the mettle and muscle both to rule 
out or rule over others. The country, with strategically laid and 
widespread global network of financial services, was to survive 


the fierce competitive and severe speculative bouts under way in 


the currency value features markets. 


EMERGENCE OF WTO 

The World Trade Organization (WTO) emerged from the 
ashes of General Agreement on Trade and Tariff, wound up in 
end 1996. The WTO, in its short stint, superbly succeeded in 
effectively reducing barriers to trade globalization. It brought 
into effect liberalisation of telecommunications markets by 


February 1997 and the latest victory by the WTO related to 
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liberalisation on same length of the financial services. The WTO 
represents the extension in scope, effect, coverage and all the 
possible drive for liberalisations aiming at integration of the 
global economy. The GATT, it may be recalled was set up (a) 
for providing forum for deliberations to reduce restrictions on 
international trade and (b) for structuring uniform framework 


ryt 


and practices in global trade promotion. The WTO went beyond 


gee . 


trade to cover services of all sorts, the financial servic 
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the predominant factor. 


The emergence of WTO with more powers and prowess had 


und more problematic to many countries, particularly 
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developing economies suffering trade deficit and weak 
industrial structures of high cost, to evolve and strike balance in 
foreign trade through facilitating import substitution and export 
enhancement. Developed countries being advance in technology, 
having achieved sustained growth in their gross domestic 
product, containing population growth rate to zero, have 
undermined the basic economic law of the comparative cost 
advantage. The ‘New Trade Order’ has been made as standard 
bearer of the ‘New World Order’. Not that the export-led growth 
strategy has been made imperative to stand in global context but 
it has eventuaily been made an important instrument for survival 


internally. 


In the WTO prescription of liberalising global trade by tariff 
‘reforms’, through reduction in proportion for eventually to 
uniform scales, developing countries have seen a threat to their 
existing status. The new wave of globalization of financial 
sector is bound to be an extra perplexing feature. The WTO has 
not been promoting in real measure economic growth of 


developing nations, which was prerequisite to confer gains to 
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mincing march of the economic imperialism the world over. 


5 


‘trade follows the fiag’ has got diluted and has 
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given place to the new dictum ‘the flag follows the finances 
© D 


o 


flows’. The show is on, with momentum, growing by leaps and 


* 


bound of greed. 


+ 


The situation on the money front has been shaped in a way 


that could create storms in developing countries, uproot their 
economi nd render them absolutely dependent on borrowings 
at high cost factor. The real resource outflow is bound to grow 
in the direction of developed countries and to drain and dry up 
the resource base of developing countries. This phenomenon can 


be described as ‘Plague or Plaque of Povertisation’ 


n’ monetary system, set up with 
‘vision’ to subordinate global economies through forestailed 
exploitative financial structure remains operative, as explained, 
the disparity syndrome of income and resources would continue 
to cause disruptions, heading to a catastrophic end. This will be 
in sharp contrast to the aim, that is being overtly pursued of 


material human welfare and progress. 


In fact, the latest version of classic macro-economic thought 
is the delinking of economic welifarism through a monetary 
expansion system, a prescription that engineered economic 
revival from the destruction of second world war. Extension of 
the monetary system, based on eroding value of currency, has 
caused an iniquitous atmosphere stretching from a village set-up 

o global arena. The concept of monetary expansionary system, 


as an engine of growth, is being tripped down with increasing 
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emphasis being placed on fiscal measure, as real apparatus of 
economic growth with sustained stability. This is the way to 
organize exploitation free vital economic atmosphere and 
promoting prosperity. Injudicious use of money power, which is 
prone to tilt towards vivid and vivacious mi misuse, is to be 
recognised as plague or plaque of povertization. Human beings 
cannot have material welfare. by increasing poverty and 


deprivations. Invention of money was meant to overcome 
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inefficiencies in trade and services. This should have incre 
quantum and quality of goods and services which indeed it did. 
But in the process, erosion in value of currency created great 
distortions and inflicted deprivations to the people in need of 
protection. Value erosion of currency created a few oa 
growing desert lands, to yhen all were being attracted but not 

all of them could reach to it. It has been a mirage for many and 
would remain chasing of shadows for them. The prescription of 
erosion of currency value has never been seen effective in 
eradicating economic ills in the country as yet. Being not a real 
remedy, its application is bound to be cause of further 
weakening of developing economies engaged in its endorsement 
and pursuation. Emerging storm of brain drain has been 
consequential to currency value erosion and making societies 
further uneven in talent and, therefore, resources. Resource base 
cannot be built by faulty measures, the major of it being erosion 


3 


in currency value, as once attempted it eventually turns out to 
be a whirlwind. Developing economies caught by this cobweb 
have lost their vitals and have fallen flat victims to endless 
exploitation and the march of ‘povertisation’ is poised to perish 


them through incessant swarms of periis. Be ware! 


FISCAL and monetary pursuits serve in achieving specific 
economic objectives as envisaged in policy spectrum. Interlink 
of the two faculties is not detachable. Yet their combining with 
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care is imperative. This fact has been proved beyond doubt, if 


the countries gaining politic 
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from imperialism in the backdrop o 


he countries which squarely relied on fiscal means tó meet 
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budgetary expenditure and kept value of their currencies intact 
flourished by consistent economic growth. The countries, which 
relied on monetary means to meet budgetary de 


in the process eroded value of their currency 
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Fiscal and monetary systems, though interdependent, are 


decay, bound to gather momentum. As time passes, its ferocity 
turns violent. The countries which eroded value of their 
currency, by neglecting the norm of correlating currency 
expansion or shrinkage with growth or decline respectively of 


net national product, were caught in the whirlwind of economic 
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despair. No way would then be easy to steer them out of the 

cobweb. Affectees would have to opt for drastic measures to 

retrieve its backlash. As a country is eventually bound to strike 

a good sense of balance in managing fiscal and monetary 

policies and in their structure and administration as a follow up 

to overcome compounded crises, it would be more sensible to 
P; 


prevent such a neglect at the first step. It would cost less in 


value, consequence and miseries to the masses. 


The continent of Europe, devastated by the second world war, 
was provided substantial material support in restructuring and 
rebuilding of ravaged to ruined economies. Monetary resource 
influx played a vital role in resurgence. It was an exceptional 
Situation of war ravaged emergency and wa $ given compatible 


treatment. Monetary matrix played its wle Then currency 


injection was not so common, as it required metalic support to 


issue currency notes. It clearly underlined that the pre scription 
of currency injection under the Keysian quantity theory of 


money was appropriate for a limited period and it was regulated 


to prevent disruptive flows take sway. Prescription was targeted 


to resurrect slumped economies of war torn European countries. 
Discipline exercised in it worked wonders. Such a prescription, 
in defined dose and limited time sequenc e, provided 
administered with due diligence, is poised to perform better in 


environment of normalcy and peace. 


Developing countries in peace time cannot adopt identically 


liberal prescription as administered by developed countries of 
Europe in their economic revival after ruins inflicted by the 


second world war. Conditions altogether different would not 
justify similar prescription to be administered. This simple fact 


holds characteristic of the universal truth. 
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Epilogue 2: 
For ravaged economies. of the European continent, special 
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executed. It was meant for the entire block of the Western 


cemeal ordeal for each country, having a 
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during the period of well-perceived plan's implementation. Such 


an ideal, well-integrated system, did not exist in the countries 


socio-economic structure, culture, conditions in pursuit and 


goals. 
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A number of countries achieving political freedom in the 


backdrop of second world war were quietly put initially under 


heir exercise of economic power and 
assertiveness was initially not strict and rigid. A tricky 
exploitative system was set in sequence, which b 

ctioning got a grip, being intensified and -the noose 
The present world divide reckoned 


esources, contrasted by 
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deprivation galore, is an evidence and manifestation of the 


planned economic strife. Teeming billions living in ‘developing 
countries are deprived of two meals while thriving millions 
living in ‘developed’ countries enjoy super riches, 


where and how to spend, rather squander resources possessed. 


7 


Such a mind busting scenario of sharp contrast has been weaved 


through mechanism of monetary metrix imbalance and 
indiscipline let loose in ‘developing’ countries. As long as t 
syndrome reigns, ‘developing’ economies will remain dumped 


into compounding miseries. 
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Crutches of aid, assistance, loans, credits, direct foreign 
investments, free trade and markets, have been ‘stunts’ set in 
motion from time to time and often with strict conditionalities 
for rigid compliance of the given programme/s. Whatever has 
been doled out in support, it has been withered out in 


compliance of the conditionalities and as a result, temporary 


1 


relief became a dreary debt distress. It has been a debt trap. 
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on of a few ountries, several with such support 


pent e 


P 
syndrome have failed miserably in revamp programme and on 
the contrary got plunged into compounde ed crises and aggravated 


miseries. What more evidence is required about this assessment 


normalcy, through real economic growth, social p rogress and 
prosperity in support. This revealing course of recent economic 
history compels conscious minds and conscientious souls to 
search reasons and mediate for means to evolve a sound system, 


by probe and research, in a bid to address the myriad problems 


of acute poverty stretching apace in “developing countries. 


J 2 i 
T | . 
Time demands of pushing poverty far and away, which can be 


investment usually doled out as prescriptions to be identically 
d by all developing countries, irrespective of their 


2 ogs 


nomic status, have been seen as if these were panacea. Due 
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the desired results. in conirast they emerged of disruptive 


usurping savings of people in unproductive spendings. This 
ignited inflation, arrested economic activities and set prices 


spiral on. Propensity of savings in the process cascaded and so 


Governments in developing countries, as a precondition of 
getting financial assistance were directed to re 

parity of their currency, on pleas of increase exports and reduce 
imports to overcome budgetary and foreign trade deficit 
Erosion in value of currency set in process transfer of real 
resources, in forms of goods and services. to developed 
countries, in return of crumbs and those too in the form of debt. 


currency value offered opportunity to elite in 
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developing countries, having access to put their stakes abroad in 
developed countries and earn in domestic Currency on slippery 
value scale. It became inducement, prompted first by to protect 
loss in value of their funds holding, which kept in deposit in 
countries having currency value stable, had double earnings, of 
interest on deposits and by value decline of national currency. 
g and massive devaluation, it became bonanza. This 
urther resources outflow creating more constraints 


and put developing countries on course of becoming from poor 

oorer, while resources inflow made. developed countries 
grow from rich to richer! Developing countries getting economic 
assistance from developed countries, in most cases fell, and 
even today fall short of meager rate of interest being earned on 
hefty deposits by the so-called ‘elite’ of developing countries! 
This trait devoid of patriotistic flavour became phenomenon and 


mark of social supremacy, by dint of economic power and 


‘triumph’ for the cluster of elite. Common man could not have 
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easy access to such funds and their placement in safe heavens! 


This lot has to suffer and has suffered heavily indeed 


Spread of debt trap aimed at absolute economic subjugation of 
scores of developing countries by a tew developed countries. 
Eroding value of currency continued to expand external trade 
deficit and consequently foreign debts surged in overcoming of 
gap. Emerging increasing debt servicing, weakening currency 
value, also emerged mainly as instrumental in increasing 
budgetary deficit. This led developing countries harshly resort 
to ‘resource mobilisation’ ignoring its socio-economic adverse | 


effects. Development and social sectors went high and dry. 


Debt-laden countries were. prescribed first to collect users 
charges in full thrust for the essential services like utilities, 
transport, communication, health, education, housing ‘etc. The 


users’ charges registered rising on fast track, on one pretext or 


the other, primarily the- cost ‘escalation being projected as a 


convincing ploy for it. This propelled primarily high tide 


foreign debts, get into multiple escalation on focal currency 


value erosion. At the most, price of utilities and necessities 
could be cost plus replacement value of the fixed assets, which 
would not change much on holding currency value intact. 
Adequate provision of essential services at affordable charges is 


the responsibility of the state which must be fulfilled by the 


government of the day. 


The rising tide in users’ charge 
ł 


€ 
services meet their deficit, due to compulsive pilferages, 


wastages, engineered by the vested interests, supported by 


ress, 


groups finding escalations unaffordable. This put process of 


corrosive corruption and social evils on the fast track. The 


utilities and services segment could never succeed in — 
surplus. nor just break-even, by the tardy approach but suffered 


more retreat. Mechanism for this upset was knowingly set on 
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and weli designed strategy. 
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Designed failure of the users’ charges dictum was targeteG to 
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facilitate convincing and/or compelled switchover 
services structures from public sector to private sector, infusing 
greed of profit in place of services and facilitation. Evidently 
the buyers of big services structures would be from 
multinational corporations with origins in developed economies, 
as developing countries were reduced devoid of resources, more 
so by elites having placed their stakes abroad in developed 
nomies abode. Profit element introduced in utilities and 
eee services is bound to be a highly costly affair for the 
sses. Escalations in tariffs for power, gas and fuels; charges 
for transport and communications; fees for education and health 
services etc. in developing countries have been phenomenal, 


higher without much exception than growth rates of gross 


Invariably in all forms of political systems, adequate provisions 
of esse tial services for life and peaceful living at tariff in 
reach of all is responsibility of the state. Government of the 
country failing in it, making them business enterprises for 


earning of profit tend to indulge in oe activity which 


tantamounts to anti-state act. 


Profit element once introduced in segments of essential services 
is bound to draw no limit. In the process, it enhances billing of 
1 


the masses substantially high and tramples with their right of 


access to adequate provision of services and facilitation, to be 


maq 
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managed by state and its administrative structure in the form of 
government. Not Just that, the high cost of utilities and services 
is bound to escalate cost of production and services in the entire 
economic structure. Developing countries with resort to it have 
been found chasing mirages, images, or shadows in their 


economic growth pursuits 


Erosion in inherent value of a currency has been found, by all 
the parameters applicable, as recipe of disaster. This has been 
proved amply by the course of events and results wide spread in 
almost all developing countries, in their never reaching the lofty 
goais envisaged of economic prosperity, social up-gradation of 


he masses and neatly integrated society. 


What would ensure social security, political peace and economic 
progress in real meaning and measure? Sensible use of the most 
two powerful economic tools, i.e. fiscal and monetary 
disciplines ensuring equitabie dispensation without infringing 
upon inherent value system, can achieve ali of it. This study and 


the previous ‘New Treatise on Taxation in Developing 


s 


Countries’ provide discourse on the two vital subjects, being 


fiscal and monetary systems. 


May words contained in the two studies become your choice for 


noble deeds in economics. 
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